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PREFACE. 


niHIS volume is an attempt to adapt the Srst volume 
of my Piinciples of Economics to tSie needs of junior 
students. 

The necessary abridgement has been effected not by 
systematic compression so much as by^he omission of many' 
discussions on points of minor importance, and of some difficult 
theoretical investigations. For it seemed that the di^culty 
of an argument would be increased rather thar^ diminished 
by curtailing it and leaving out some of ^ its steps.' The 
argumentative parts of the Principles are therefore a8*a rule 
either reproduced in full or omitted altogether; reference in 
the latter case being sometimes made to the correspon din g 
places in the larger treatise. Notes and discussions of a 
literary character have generally been omitted. 

Very little is said on trade unioff8*in*Vol. i. .of the 
Principles, because their influence depends much on the 
course of foreign trade and on commercial fluctuations. But 
in the present volume, the pr&utical convenience of discussing 
them in close connection with the niain'theory of distribution 
seemed to outweigh the disadvantages of treating them pre- 
maturely and in some meas&re incompletely; and a chapter 
on them has been inserted near the end* of Book VI, 
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PREFACE, 

My wife has aided and advised at every stage of the MSS. 
anfl. the proofs o£i niy Frindples and also of the present 
volume ; which ii thus indebted twice over to her syggestions, 
her judgment and l^er care. 1 have received help also in 
regard to one or more editions from Dr Keynes, Professor 
Smart* Professor Flux and others. 

A. M. 


Balliol Croft, 6, Madingley Road, Cambridge. 
October, 1907. 
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BOOK I 

PRELIMINARY SURVEt. 


CHAPTER I. 


INTRODUCTION'. 


§ 1. £ Political Economy, or Economics, is a study o i 

man:a^lMns,mJ.ie^rdia.^ it Economics Ib 

inquires how he gets his income and how he a study of 


inquires how he g ets his income and how he a study oi 
uses i t. It follows the action of individuals an d part of the 
of nations as they seek, by separate or collective 
endsa.Youi', to increase tlie inateriafjneans of their well-beinfif 


a nd t o turn their j.’esources to the best accou nt. • Thus it 
the one s ide _a st udy of wealthy and on t he ot hef , and m oja, 
inigortftiit sider- a part of the study of man. For man’s 
character has been moulded Ky hjs every-day woi5J~^nd by 
tKe material resources which he thereby procures, more than 
by any other influence unless it be that of his religious ideals ; 
and the great forming agencies of the Avorld’s history ^ave 
been the religious and the economic^ Tlere and there the 
ardour of the military or the artistic spirit has been for a 
while predominant ; but religious and ecgypmic influences have 
nowhere been displaced from the front rank even for a time ; 
and they have nearly always been more important than all 
others put together, vRqligious motives are more intense than 
e conom ic ^ buj^ thejr direct action seldom extends over so la^ e 
i mpart of life . For the business Tiv wbicti a person 
purng hia livfiHhnnd generally fi lls llis thou ghts formed by 
during by far the greater part of_ those hours in **“**>' 
w hich bia minfl is at its bestj during them his character is 
b eing formed by Uie way in. whifihjie u ses his faculties . in 
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his work, by the thoughts and the feelings which it suggests, 
and by his relatiorvs to Ids associates in work, his employers 
or his employes. 

And veiy often the influence ‘exerted on a person’s 
character by the amount of his income is hardly less, if it 
is less, than that exerted by the way in which it is earned, 
^verty^auses Tna.kps little HiflferRnce tn tbe fi^lpess of life 
degradation, gf g, family whether its 5'early income is £1000 
or £5000. ‘Tliit it y p'-t-nc •.» whether the 

income is £30 or £130: for with £150 the family has, with 
£30 it has not, the material coiyiitions of a complete life. 

It is true that in religion, in the family affections and in 
friendship, even the poor may find scope for many of those 
faculties which are the source of the highest happines.s. 
Ttiit, the coriiditions which surround extreme poverty, e specially 
in dwTisel y emwi;lRd planes, tend to deaden the higher facultie s. 
T hose .^rh o have been called the Beaid uum of our large towns 
havejittJjB (ippBrtunity-ior Tra^dship ; -they know-irothing of 
t.ha flftnanoiea tVin-tpiipi., anil vAty-Uffla gven pf ths Unity 

fanply^ifn] -anfl rnliginn ofjffn roafh thfin. _ 'Wo— 

d oubt their physical, jnentaJ^jind moral- ilL-health is_partLy. 
dueJto otfior cauaes.thau.pQYfit4yJjut this is the chief _cause. 

A nd in addition to the llesiduu m there arc vast numbers 
of people both in town and c ountry who are brought up with 
insufiici ent food , cIoDii ng. and house-ropnij whose education 
i s b roken _off gmly. o rder th at they may go to work for 
w ages, who __then.ceforth are enga ged du ring long hours in_ 
exl iausting toil with i mperfe ctly nourished jbodieS r-and have 
therefo re no ch^ce of developing their higher mental faculties. 
Th e iP ' lifo i s not no cessaril^aBSettlthy^or un happy. Rejoicing 
in their iiffections towards God and man, and perhaps even 
possessing some natural refinement of feeling, they may le<id 
lives that are far less incomplete than those of many who 
have more material wealth. But, for all that, their poverty 
is a "reat Jind almosi; unmixed evil to them. Even when they 


INTRODUCTION. 


3 


ire well, their weariness often amounts to pain, while their 
pleasures are few ; and when sicKness cuines, the sufFerihg 
awtse d by poverty increases tenfold . And though a contented 
spirit may go far towafds reconciling them to these evils, 
there are others to which it ought not to reconcile them. 
Overworked and undertaught, weary and careworn, without 
juiet and without leisure, they have no chance of inaking 
the best of their mental faculties. 

Although then some of the evils which commonly go with 
p overty ai-e not its necessary consequences ; yet, broadly 
<pesiking, “tlie destruction o{ the poor is their poverty,” and 
the study of the causes of poverty is the study of the causes 
the degradation of a large part of mankind, 

g 2. J’Slavery was regaixied by Arisjiotlo as an ordinance 
of mature, and so probably was it by the slaves poverty ne- 
themselves in olden time. Tlie dignity of man 
was proclaimed by the Chiistian religion: it has b^n as- 
serted with increasing rehemenue during the last hundred 
years :(]But it is only through the spread of education during 
quite recent times that we arc beginning at lost to feel the 
full import (}f the phrasej Now at last ■wc are setjiing our- 
selves seriously to inquii-c whether it is necessary that there 
should be any so-called “lower classes"’ at .all: that is, whether 
there need be largo numbers of people doomed from their 
birth to hal'd work in order to provide for others the requisites 
of a refined and cultured life; while th(flp*thea»solves are pre- 
vented by their poverty and toil from having any share or 
part in that life. 

The hope that poverty and ignorance may gradually be 
extinguished derives indeed ’much support from the steady 
progress of the working classes during the present century. 
The steam-ongiile has relieved them of much exhausting 
and degrading toil ; wages Jiave risen ; education has been 
improved and become more general ; thg railway and the 
printing-press have enabled members of the same tradp in 
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different parts of tlie^ country to communicate easily with 
onh another, and t« und^take and cariy out broad and far- 
seeing lines of policy j while the growing demand^ for intel- 
ligent work has caused the artisaif classes to increase so 
rapidly that they How outnumber those whose labour is 
gjjtii-ely unskilled. A great part of the artisans have ceased, 
to belong to the “lower classes” in the sense in which the 
tenn was originally used; and some of them already lead a 
more i’efinM and noble life thaii did the majority of the 
upper classes even a century iigo. 

This progress has done more than anything else to give 
practical interest to the question whether it is really impossible 
that all should start in the world with a fair chance of 
leading a cultured li^, free from the pains of poverty ajid 
the stagnating influences of excessive mechanical toil ; and 
this question is being pressed to the front by the growing 
earnestness of the age. 

The question cannot be fully answered by economic 
science; for the answer depends partly on the moral and 
political capabilities of human nature; and on these matters 
the econgmist has no special means of information; he must 
do as other's do, and guess as best he can. But the answer 
depends in a great measure upon facts and inferences, which 
are within the province of economics; and this it is which 
gives to economic studies their chief and their highest in- 
terest. » 

§ 3. It might have been expected that a science, which 
Reasons why deals with questions so vital for the well-being of 
^'^the°main'of mankind, would have engaged the attention of 
recent growth, many of the ablest 'thinkers of every age, and be 
now well advanced towards maturity. But the bearing of 
economics on the higher well-being of mail has been over- 
looked; and it has not received ^hat share of attention which 
its importance and jts diiflculty require. 

Its progress has been hindered also by the fact that many 
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of those conditions of industrial life, a^d of those methods of 
production, distributi'on and eonsuiin^^tion, with which modefn 
economic science is ioncemed, are constant^ changing, and 
that their present forms are only of recent date'. 


§ 4. It is often said that the modeAi fonns of bu.siness 
are distinguished from the earlier by being more . 

competitive. But this account is not quite satis- 
factory. The strict iheaning of competition seems to be the 
racing of one person against another, with special reference to 
bidding for the sale tr purchase of anything. This kind of 
racing in business is no doubt both more intense and more 
widely extended than it used to be: but it is only a .secondary, 
and one might almo.st say, an accidental consequence from the 
fundamental characteristics of modern business. 

There is no one term that will express these chafacteristics 
adequately. They are, as wo shall presently see, a certain 
independence and habit of choosing ono’.s own course fdf one- 
self, a self-reliance; a deliberation and yet a promptness of 
choice and judgment, and a habit of forecasting the future 
and of .shaping one’s couree wdth reference to distant* aims. 
They may and often do cause people to compete yith one 
another ; but on the other hand they may tend, and just now 
indeed they are tending, in the direction of co-operation and 
comoiimtion of all kinds good and evil. But these tendencies 
towaids collective owner-ship mid collective action are quite 


> It is iiuleeil true Uial the disiigv in siiiistaiice is in some resjiects not so 
great as thb cliauge iu outward form ; and niueli more of modern economic 
theory than at first appears can bo stapled to the conditions of backward 
races. But the changes in foiin have^itindered writers of each successive age 
from deriving much benefit from Uie work of their predecessors. Modem 
economic conditions however, though very comploK, are in many ways more 
definite than those of earlier times: business is more clearly marked off from 
other concerns of life; the rights of individuals as against others and as 
against the community are more sliaijjply defined; and above all the emancipa- 
tion from custom, and the grouth of free activity, of constant forethought 
and restless enterprise have given a new precision and interest to the study 
of value. 
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different from those (^f earlier times, because they are the 
rdisult not of custom, not of any passive drifting into asso- 
ciation with one’s neighbours, but of ifree choice by each 
individual of that line of conduct vdiicl after careful delibe- 
ration seems to hii* the beat suited for attaining his ends, 
^yhether they are selfish or unselfish. 

I^rther the term “competition” not only fails to go to 
the root of the matter, and thus errs by defect ; it also err.s 
by excess. * For it has gathered about it evil savour, and has 
come to imply a certain .selfishness a id indiffei'ence to the 
well-being of others. Now it is true fliat there is less delibe- 
rate selfishness in early than in modern forms of industiy; 
but there is also less deliberate unselfishness. Tt is the delibe- 
rateness, and not th^ selfishness, that is the characteristic of 
the moderh age.-isr 

Custom in a primitive society extends tlie limits of the 
Man ia not fu'™ily) Jiwd prescribes certain duties to one’s 
more eelSsh * neighbours which fall into disuse in a later civi- 
than he was, . t)ut it also prescribes an attitude of 

kaaiiiky to strangers. In a /no^m .weJety tJ/e oUigatJons oi 
family kindness become more intense, though tliey are concen- 
trated on a narrower area ; and neiglihours .ire put more 
nearly on the same footing with strangers. In ordinary deal- 
ings with both of them the stfmdard of fairness and honesty 
is lower than in some of the dealings of a primitive people 
with their nei»hb»-.^s, but it is much higher than in their 
dealings with strangers. Thus it is the ties of neighbourhood 
alone that have been relaxed. The ties of family are in 
many ways stronger than before ; family afiection leads to 
much more self-sacrifice and devotion than it used to do. 
And again sympathy 'with those who are strangers to us is a 
growing source of a kind of deliberate unselfishness that never 
existed before the modern age.. That country which is the 
birthplace of modern competition devotes a larger part of its 
iiicop[ie tiian any other to charitable uses, and spent twenty 
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miJiions on purctiasing the freedom of the slaves in the West 
Indies. In every age poets and social fefonners have tried to 
stimulate the people of their own time to a nobler life by 
enchanting ‘stories of th^ virtues of the herdbs of old. But 
neither the records of history nor the contemporary observa- 
tion of backward races, when carefully studied, give any 
support to the doctrine that man is on the whole harcl^ ancT 
harsher than he was, jr that he was ever more willing than 
he is now to .sacrifice' his own happiness for the-»bonefit of 
others in cases where custom and law have left him free to 
ehoose his own course. Among races whose intellectual capa- 
city seems not to have developed in any other direction, and 
who have none of the originating power of the modern busi- 
ness man, there will be found many who show an evil sagacity 
in driving a hai-d bargain in a market even with their neigh- 
bours. No traders are moit unscrupulous in taking advantage 
of the necessities of the unfortunate than the corn-dealew and 
money-lenders of the East. » 

Again, the Jiiodern era has undoubtedly given new open- 
ings for dishonesty , in trade. The advance of nor'mo* dis- 
knowledge has discovered now ways of making honest, 
things appear other than they are, and has rendered possible 
many new forms of adulteration. The producer is now far 
removed from the ultimate consumer; and his wrong-doings 
are not visited with the prompt and sharp punishment which 
falls on the head of a person who, being ^gjind^o live and die 
in his native village, plays a dishonest trick on one of his 
neighbours. The opportunities for knavery are certainly more 
numerous than they were ; but there is no reason for thinking 
that people avail themselves •of a larger proportion of such 
opportunities than they used to do, On*the contrary, modem 
methods of tradcaimply habits of trustfulness on the one side 
and a power of resisting temptation to dishonesty on the other, 
which do not exist among a backward people. Instances of 
simple truth and personal fidelity are met with under all social 
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Even con- 
structive , 
competition 
is less bene- 


conditions : but those who have tried to establish a business 
<sf modern type in a* backward country find that they can 
scarcely ever depend on the native population for filling posts 
of trust. Adufteration and fraud in,trp.de were raftipant in the 
middle ages to an eyctent tliat is surprising when we consider 
the difficulties of wrong doing without detection at that time. 

” !fai a world in which all men were perfectly virtuous, 
competition would be ou> of place; but so also 
would be private property and every form of 
private right. Men would think only of their 
!de*ai*altraistic <l*i*'*®‘* i would desire to have a larger 

co-operation, share of the comforts and luxuries of life than 
his neighbours. Strong producers could easily bear a touch 
of hardship; so the}' would wish thaji their weaker neighbours, 
while prcylucing lesS should consume more. Happy in this 
thought, they would work for tho general good with all the 
energy, the inventiveness, and the eager initiative that 
belonged ^o them ; and mankind would be victorious in 
contests with nature at every turn. Such is the Golden 
Age to ivhich poets and dreamers may look forward. But 
in the responsible conduct of affairs, it is worse than folly 
to igndre tho imperfections which still cling to human 
nature. 

The term “competition” is then not well suited to describe 
the special characteristics of industrial life in the modern age. 
We need a term that does not imply any moral qualities, 
whether good^' e'^' but which indicates the undisputed fact 
tliat modern business is cliamcterized by more self-reliant 
habits, more forethought, more deliberate and free choice. 
There is not any one term adequate for this purpose : but 
Economic FREEDOM OF ISDUSTRY AND EnTEHPKISE, Or more 
Freedom. shortly, ECONOMIC FREEDOM, points in the right 
direction, and may be used in the absence of a better. 
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THE GROWTH OF I'REE INDUSTRY AND ENTERPRI^^^:. 

§ 1. The growth cf Economic Freedom has Ibeen slow 
and fitful. Early civilizations were necessarily Early civiii- 
in warm climates beca ise no great advance in 
culture can be made e-:cept where there is a considerable 
surplus above the bare necessaries of life ; and influence of 
in a cold climate man’s whole energies^are ab- 
sorbed in providing these necessaries, unle.ss he i^ aided bj 
accumulated wealth and ki-owledge. But a warm climate 
lowers energy and in consequence the great body of wickers 
in the old civilizations of the East were of a subiitissiue and 
unenterpriisirig character; and were kept to their work by 
the discipline of the ruling castes. These ruling cilstes had 
generally come at no distant date from a more bracingjclimate, 
either in mountainous regions or in the distant North. They 
devoted themselves to war, to political and sacerdotal func- 
tions, and sometimes to art; but they avoided manual work, 
and left that to serfs and slaves. The manual labour classes 
scarcely even conceived the idea of f ret^y§pi ; ^ut looked to 
custom as the great protector against arbitrary oppression. 
It is true that some customs were very cruel ; influence of 
but if customs were merely cruel tliey speedily 
destroyed the lower classes and thei’efore also the upper 
classes who rested on them. And in coifsequence those races 
which have had a long history are also those whose customs 
have on the whole been kii^ly, and the good largely pre- 
dominates over the evil in the records of the influence of 
custom on moral as well as physical well-being. 
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There is much to be learnt even now from the ideals of 

the life 'bf.ithe free citiz-ltn which were thought 
Kncient - .i* 

Greece and out by the best mincls among the Ur reeks ana 
Rome. Rbmans. But those, ideals starte'd from the 

assumption that the free man shou.d avoid all hard and 
depressing toil, and leave that for slaves. The great body of 
' the »Avorkers were in slavery, and th sre were no high ideals 
of life for them. Thus even the be.st thought of Greece and 
Rome left on one aide the ceirtral probknn of our ago ; it 
never even inquired how far it might be possible for those 
who bore the chief burden of the world’s work to lead lives 
wortliy of man; it certainly did not pioneer the path of 
The Middle modem industry. Later on the Christian faith 
Ages. in the brotherhood of all men did something to 

lighten the lot of the poor. But it was often a form of 
words rather than a living power to govern men’s actions: 
andfithe ruling classes kept the main body of the peojde in a 
serfdom, which was not always happy. 

Pi'eedoin had more scope in the great trading and in- 

. « dustrial towns ; from them tlie leadership in 
TranS.tion ’ ,111 

to modern economic progress passed, about four hundred 

industry.. years ago, to Holland and other countries ; and 

nearly two hundred years ago the lirst place among the 

leaders fell to Bngland. 

The English had always been vigorous, but they had not 
always been indu.s^ous ; and it was long before they showed 
much power of making new inventions, and of organizing 
work so as to make it effective. But England offered an 
asylum from religious persecution to the protestant artisans 
of the Continent, wlio were also generally the ablest, the most 
inventive, and most etedfast. Their instruction gave England 
the right lines on which to work. She derived stimulus from 
the trade across the Atlantic and Pacific Oceans, which 
followed the discovery of America and of the route round 
the Cape : for she ‘was better situated than any other country 
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foi this tiade , and the woik suited well the temper of her 
people America and Asia alike offejecf markets foi simple, 
manufactuies made in laige quantities on the same pattern 
Tliub she bfegan to gioy in wealth , and ‘she gradually- 
applied her energies moie and moie to mj;nufactuiing on a 
luge scale One iniention followed another in rapid succes 
Sion &he used witei powei, and afteiwaids steam po*ver“ 
to tike off sonic of tlie most weiiisonie woik fiom the hands 
of men and women, iiid to lucieise pioduction , t«d in a 
way things went will with hei ' 

But time w is iiiotlm side to tlie pictuie Up to the 
eighteenth cintuiy the w igts of lilioui hid been much under 
the influence of custom, and what competition theie was 
for employment was inostlj conhned to a small aiea , a town 
01 a few villiges in the siuie neij,h 1 jourhood £ut*the new 
industiy in tlie latte i hilf of the eighteenth ceiituiy began 
to attiact aitisans iiiel libouiets horn all paits of Engkind 
to the iniiiuf ictuiing distiicts • , 

At lust theic wiic few latge fictoncs Cipitalists 

• 

1 Tlie quaitu oi a cnituiy botiimnig 1-tO saw nTipio\cnieiit9 fbllow 
one aiiothd in nianufutiue e\eii inoic lax'iiUr than in agiicultuie Duiitig 
that peiiod the tiaiispuit of lua\} ^oods was the aliened by Biindley^ canals, 
the pioduction of po^ci b> itts btciiu cnoiue and that of non by Coits 
pioccsses of puddling uid lolliiv cind by Hocbuck s method of smelting it by 
coal in heu of the chaicoal that had iiotv become scaice Haigiea>es, Ciomp 
ton Alk^^ll{ 3 bt Cut^ light and otheis iinuitcd oi at least made ecouonu 
cally beivKcablc the ai inning jemn the mule the cdi ding machine and the 
powci loom Wedgwood ga^e a gicat impetus to tl..«^tte'^tiade that \ias 
alieady growing lapully and theie ^eie impoitant imentions in punting 
fiom eyhndeis bleaching by ehemieal agents and in other piocesaes A 
cotton lactoiy yas foi the iirbt time driven duectly by bteam powei in 178) 
the last year of the peiiod Ihe begiumug of the nineteenth century saw 
steam ships and steam piiiitiug piobses and the use of gas foi hghting toiuis 
Baih\ay locomotion telegiaphy and photogiaphy came a little later Oui 
oyn age has seen iiumbeilcss impio\emeiits and nevf economies m production 
piominent among which aie thobc lelating to the pioduction of steel, the tele 
phone the elcctiic li^ht and the gas engine, and the social changes aiisiiig 
horn mateiial ptogi ess aie in sunu lesiiects moic lapid now than e\ei But 
the gioundy oik of the changes th it ha>e happened since 1785 y as chiefly laid 
ID the imeutioiis of the yeais 17bO to 178«> 
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distributed their orders to a great number of small masters 
^scattered over t^e TOu:itry wherever there was water-power 
to be had; they themselves undertaking the risks of buying 
the raw materfal and selling the manufactured goods. It was 
only wlien steam-power began to displace water-power that 
the size of the factories inci-eased rapidly. But, both in its 
"* oai-iier and its later forms, the new movement tended to release 
'tlie bonds that had bound nearly everyone to live in the 
parish in whicli he was born ; and it developed free markets. 
The working classes became more migratory, and more ac- 
customed to trj' to sell their labour in the best market, 
wlierever it could be found, wliile the employers also ranged 
far a-held in their search for workers. 

§ 2. Thus the_^new organization of industry added vastly 
to production ; but it was accompanied by some great evils. 
The new Which of these evils was unavoidable we cannot 
accompanied when the change was moving 

by ere.at evils, most quickly, England was stricken by a com- 
bination of calamities almost unparalleled in liistory. They 
were the cause of a great part — it is impossible to say of how 
great a part — of the sufferings that re commonly ascribed to 
the sudden outbreak of unrestrained competition. The loss of 
her great colonies was quickly followed by the great French 
war, which cost her more than the total value of the accu- 
mulated wealth she had at its commencement. An un- 
precedented. ^erie;j,,vf bad harvests made bi’ead fearfully dear. 
And worse than all, a methixl of administration of the poor 
law was adopted which undermined the independence and 
vigour of the people. 

The first part of last centuiy therefore saw free enterprise 
establishing itself in England under unfavourable circum- 
stances, its evils being intensified, and its benefits being 
le.ssened by external misfortunes. 

The old trade customs and gild regulations were un- 
suitable to the new industry. In some places tliey were 
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abandoned by common consent : in others they were suc- 
cessfully upheld for a time. But it wafe a fal^l jo 

sijccess; for the new industry, incapable of flourish- maintain old 
ing under the* old bonds, left those places for 
others where it could be more free. Then the workers 
turned to Government for the enforcement of old laws of 
Parliament prescribing the way in which the trade should ISe 
carried on, and even for the revival of the regulation of prices 
and wages by justices of the peace. ■* 

These efforts could not but fail. The old regulations had 
been the expression of the social, moral and economic ideas 
of the time; they had been felt out rather than thought out; 
they were the almost instinctive result of the experience of 
generations of men who had lived and died under almost 
unchanged economic conditions. In the new age changes 
came so rapidly that there was no time for this. Each man 
had to do what was right in his own eyes, with but little 
guidance fi-om the o.xperience of past times; those ^ho. en- 
deavoured to cling to old tradition were quickly supplanted. 

The new race of manufacturers consisted chiefly of tlmse 
who had made their own fortunes, strong, ready, enterprising 
men; who, looking at the success obtained by their own 
energies, were apt to assume that the poor and the weak 
were to be blamed rather than to be pitied for their mis- 
fortunes. Impressed with the folly of those who tried to 
bolster up economic arrangements which tjjg str^^m of pro- 
gress had undermined, they were apt to think that nothing 
more was wanted than to make competition perfectly free 
and lot the strongest have their way. They glorifled indi- 
vidualism, and were in no hurry to find a modern substitute 
for the social and industrial bonds whiah had kept men 
together in earlier times. 

Meanwhile misfortune had I’^uced the total net income of 
the people of England. In 1820 a tenth of it was absorbed 
in paying the mere interest on the National 5ebt. The goods 
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that were cheapeneH by the new inventions were chiefly manu- 
influence of factured ooinniodities of which the working man 

war, heavy Small consumer : but the Corn-Laws 

taxes and dear- . - 

nesa of food. prevented him from" getting cheaply the bread 

on which ho often spent three-fourths of his little wages. 
He had to sell his labour in a market in tvhich the forces 
of^'supply and demand would have given him a poor pittance 
even if they had worked fi-ecly. But he had not the full 
advantage of economic freedom ; he had no eflicient union 
with his fellows ; ho bad neither the knowledge, of the market, 
nor the power of holding out for a reserve piice, which the 
seller of commodities has, and he was urged on to work and to 
lot his family wmrk during long hours and under unhealthy 
conditions. This reacted on the cflicioncy of the working 
population, and therefore on the net value of their woik, and 
therefore it kept down their wages. The employment of chil- 
di-en during excessive hours licgan in the seventeenth century, 
and rciAiined grievous till after the repeal of tlie corn laws. ' 
But after the workmen had recognized the folly of attempt ^ 
ing to revive the old rules regulating industry, there waf 
no longer any wisli to curtail the freerlom of enterprise. The 
suiferings of the English people at their w'orst were never 
comjsirablo to those which bail boon caused by the w'ant of 
The new freedom in France liefore the Revolution } and it 
England from argued that, liad it luit been for the strength 

French armies, wbic*' England derived from her new industries, 
she would probably have succumbed to a foreign military 
despotism, as the free cities had done before her. Small as her 
population was .she at some times bore almost alone the burden 
of w.ir against a conqueror in control of nearly all the re 
sources of the Continent ; and at other times .subsidized larger, 
but poorer countries in the struggle agaii^t him. Rightly or 
wrongly, it wjis thought at the time that Europe might have 
fallen permanently under the dominion of France, as she had 
. fallen in an earlier age under that of Rome, had not th< 
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free energy of English industries supplied the sinews of war 
against the common foe. Little was thercfcwe licai-d in com< 
plaint against the excess of free enterprise, but much against 
that limitation of it which •pro vented Englishmen from obtain- 
ing food from abroad in roturn for tho manufactures which 
they could now so easily produce. 

And even trades-unions, which wore then beginning fliat 
brilliant though chequered career which has been more full 
of interest and instruction than almost anything else in 
English history, passed into tho phase of seeking little from 
authority except to bo left alone. They had learnt by bitter 
experience the folly of attempting to enforce the old rules by 
which Government luul directed the course of industry ; and 
they had as yet got no far-reaching vie^s as to tho regula- 
tion of trade by their own action : their chief anxiety was to 
increase their own economic freedom by the removal of the 


laws against combinations of workmen. * 

, § 3. It has been loft for our own generation ttf perceive 

^11 the evils which arose from this sudden in- Dangers or a 
crease of economic ftvedoiti. NoiV first are wo crease'opiree- 
getting to understiiud the extent to which tho 
capitalist employer, untrained to his new duties, was tempted 
to subordinate the wellbeing of his workpeople to his own 
desire for gain; now lii-st aro wc learning the importance 
of insisting that the rich have duties as well as rights in 


their individual and in their collective cnpacil^ : now first 
is tho economic problem of the new ago showing itself to 


us as it really is. This is partly due to a wider knowledge 
and a growing earnestness. But however wise and virtuous 


our grandfathers had been, they could not have seen things 
as we do ; for they were hurried along fcy urgent necessities 
and terz’ible disasters. 


But we must judge ourselves by a severer standard. Eor 
we are not now struggling for national existence; and our 
I resources have not been exhausted by great wars : on the com 
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trary our powers of pjodiiction have been immensely increased; 
The nation andf wliat at least as important, the repeal of 
is richer, and tl^e Corn Laws and the growth of ^ steam corn-" 
hce everything munication have en.-tbled a largely increased 
to production, population to obtain sutEcient supplies of food on 
pasy terms. The average money income of the people has 
more than doubled ; while the price of almost all importsint 
commodities except animal food and house-room has fallen by 
one-half or even further. It is true tluit even now, if wealth 
were distributed equally, the total prixluclion of the country 
would only suffice to provide neces-saries and the more urgent 
comforts for the people, and that as things arc, many have 
barely the necessaries of life. But the nation has grown in 
wealth, in health, ii', education and in morality ; and we arc no 
longer compelled to suboi-dinatc almost every other consi- 
deration to tlie need of increasing the total produce of 
indffeti'y". 

In particular during the present generation this inci’eased 
prosperity has made us rich and sti'ong enough to impose 
new restraints on free enterprise : some temporary material 
loss being submitted to for the sake of a higher and greater 
ultimate gain. But these new restraints are different from 
the old. They are imposed not .as a means of class domi- 
nation ; but with the purpose of defending the weak, and 
especially children and the mothers of children, in matters 
in which th";’ arc .lot .able to u.sc the forces of competition 
in their own defence. The aim is to devise, deliberately and 
promptly, remedies adapted to the quickly changing circum- 
stances of modern industry ; and thus to obtain the good, 

1 111 times of peace no one ventures openly to rank money as of high 
importaiK'e in comparison with human lives; but in tlie crisis of an expensive 
war money can always he used so as to save them. A general who at a 
critical time sacrifices lives in order to protect material, the loss of which 
would cause the loss of many men, is held to have acted rightly, though no 
one would openly defend a sacrifice of soldiers' lives in order to save a few 
army stores in time of peace. 
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without the evil, of the old defence of the weak that in other 
ages was graduall3' evolved by custom. And' by the aid of thS 
telegraph and the printing-press, of represenia- ^he influence 
tivc government and trade associations, it is t**® ‘'*®- 

graph and 

possible for the people to think out for 'them- printing- 
selves the solution of their own problems. The 
growth of knowledge and self-reliance has given ^em 
that true self-controlling freedom, which enables them to 
impose of their own free ivill restraints on their own 
actions ; and the problems of collective production, collective 
ownership and collective consumption are entering on a new 
'phase. 

Projects for great .and sudden changes are now, as ever, 
foredoomed to fail, and to cause re.action. AVe are still 
unable to move safely, if wc move so fast that our new plans 
of life iiltogether outrun our instincts. It is true th.at human 
nature can bo modified ; new ideals, jiew opportunitie.s* and 
new methods of action may, as history shows, alter it very 
much even in a few generations. This change in human 
nature has perhaps never covered .so wide an area and ihoved 
so fast as in the present generation. But still ,it is a 
growth, and therefore gr.adual; and changes of our social 
organization must wait on it, and therefore they must be 
gradual too. 

But though they wait on it, they may always keep a little 
in advance of it, promoting the gi'owth-^f or.^ Movement 
higher soci.al nature hy giving it always some, towards 
new and higher work to do, some practical ideal forms of coi- 
towards which to strive. Thus gradually we may *®o*‘vism. 
attain to an order of social life, in which the common good 
overrules individual caprice, even morS than it did in the 
early .ages before'the sway of individualism had begun. But 
unselfi.shiiess then will he the offspring of deliberate will, 
though .aided by instinct individual freedoiy then will develop 
itself in collective freedom; — a happy contrast to the old 
. M. 2 
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order of life, in whi^h individual slavery to custom caused 
Collective slavery* and sliagnation, broken only by the caprice 
of despotism or^the caprice of revolution. 

e have been looking at this movement from the English 
point of viev^ But other nations are taking their share in it. 
America faces new practical difficulties with such intrepidity 
and'^irectness that she is already contesting with England the 
leadership in economic alTairs ; she supplies many of the most 
instructive instances of the latest economic tendencies of the 
age, such as the growing democracy of trade and industry, and 
the development of speculation and trade combination in every 
form, and she will probably before long take the chief part in 
pioneering the way for the rest of the world. Nor is Australia 
showing less signs of \ igour than her elder sister ; she has in- 
deed some advantage over the United States in the greater 
homogeneity of her people. 

On the Continent the power of obtaining important results 
by free association is less than in English speaking countries ; 
and in consequence there is less resource and less thoroughness 
in dealing with industrial problems. But their treatment is 
not quit$ the same in any two nations; and there is something 
characteristic and instructive in the methods adopted by each 
of them ; particularly in relation to the sphere of governmental 
action. In this matter Germany is taking the lead. It has 
been a great gain to her that her manufacturing industries 
developed latur tliaA those of England ; and she has been able 
to profit by England’s experience and to avoid many of her 
mistakes. 
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CHAPTER III. 

THE SCOPE OF ECONOMICS. 

§ 1 . Economics is a study of men as they live and move 
and think in the ordinary business of life. It is 
a study of real men, not of fictitious men, or motives of 

. ,1 • • te 1 • n business life 

“economic men. Hut it concnrn.s itself chiefly inveamoney 
with those motives which affect, most powe rfully 
and most steadily, man’s conduct in the b.u5m£8s.^pai:Ji.«f his_ 
lif^ Everyone wlio is worth anything carries »his^ higher 
nature with him into business ; and, there as elsewhere, he is 
influenced by his personal affections, by his conceptjpns of 
duty and his reverence for high ideals. But, for all that, tl^ 
steadiest motive to business work is the . dgsi^^orjh^gajr 
wWch is the material reward of work. The pay may' be on 
its way to be spent selfishly or un.scltishly, for noble or base 
ends; and here the variety of human nature comes into" 
play. But the motive is supplied by a definite amount of 
£. s. d. ; and it is this definite and exact money measurement 
of the steadiest motives in business life, which has enabled 
economics far to outrun every other branch of the study 
of man. Just as the chemist’s fine balance has made 
chemistry more exact than most other,physical sciences j so 
this economist’s balance, rough and imperfect as it is, has made 
economics more exact than any other branch of social science. 
'But of course economics cannot be compared with the exact 
physical sciences ; for it deals with the *ever changing and 
subtle force^f human nature. 
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, In fact the econoAis^ only does in a more patient and 
thoughtful way, and with greater precautions, what everybody 
is always doing* every day in ordinary life. He does not 
attempt to weigh the real value of the higher affections of 
our nature against those of our lower ; he does not balance 
tlfS ]«ve for virtue against the desire for agreeable food. 


Economics ^0 estimates the incentives to action by their 
follows the , effects just in the same way as people do in corn- 
ordinary mon life. He follows the course of ordinary 
discourse. conversation, differing from it only in taking 
more precautions to make clear the limits of his knowledge 
as he goes. These precautions are laborious, and make some 


people think that economic reasonings are artificial. But 


the opposite is the fSct. For he does but bring into promi- 
nence those assumptions and rerervations, which everyone 
ibake.^ unconsciously every day. 

For^inejance, if we find a manjn doubt whether to spend 
a few pence on a cigar, or a cup of tea, or on riding home 
instead o? walking home, then we may follow ordinary usage, 
and say that he expects from them equal gratifications. Again 
if we find that the desires to secure either of two gratifications 
will induce men in similar circumstances each to do just an 
hour’s extra work, or will induce men in the same rank of life 


and with the same means each to pay a shilling for it, we then 
may say that those gratifications are equal. 

Next suppose that the person, whom we saw doubting be- 
tween several little gratifications for himself, had thought after 
a while of a poor invalid whom he would pass on his way 
home, and had spent some time in making up his mind whether 
he would choose a physical gratili®;ion for himself, or would 
do a kindly act and rejoice in another’s joy. As his desires 
turned now towards the one, now the other, there would be 
change in the quality of his menual states. But the economist 
treats them in the first instance merely as motives to action, 
which are shown to be evenly balanced, sic^e they aro 
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measured by the same sum of nion()gr. A stu dy of these 
money v alues is only the ^tart ing-poifit of eaonomics : but it*s 
t lie s tarting-p oint . 

§ 2. Again the desire to earn a shilljlig is a much stronger 
motive to a poor man w th whom money is scarce than to a 
ricli one. A rich man, n doubt whetlipr to spend a shUliiig 
on a single cigar, is weighing against! one another smaller 
pleasures than a jioor ma i, who is doubting whether to spend 
a shilling on a .supply o ^'tO^cco that will last fiim for a 
month. TliP clerk with ClOO.a year will walk to business in 
a heavier r.iin than the clerk with £300 'a year , for if the 
poorer man spends the noney, he will suffer moi-e from the 
want of it after%yai‘ds thi ,n the richer would. The gratification 
that is measimeil in tlue poorer many jnin^b A sixpence is 
greater tha^hat by it injtSti riclmr inanV mind. 

These difficulties can liowever ba avoided, F6r\f we toke 
averages Sufficiently bipad to cause '^bm peisonal fQ, 

peculiaritip.s of indivkmals to\ouuterbalanc 0 one ‘'"*,^1**'’^'* 
anothen the money wljfich people of equal incomes money to rich 
IV ill give to obtain a uenefit or avoid an injury is “nd^jonr. 
a .sufficiently accurate measure of the benefit or the injury. Tf 
there are a thousand families living in Sheffield and another 
thousiud in Leed.s, each with about £100 a-year, and a tax 
of £ . i.s levied on all of them, we may be sure that the 
injur/ which the tax will cause in Sheffield is very nearly 
equal! to that which it will cause in Lieds : ^d similarly 
anything that increased all the incomes by a £1 would give 
command over very nearly the same amount of additional 
liappiness in the two towns. 

Thqs “money/’ or “general purchasing. power ” or “ com- 
mand" ^er material wealth,” is the dfentre around which 
ecoubmin science/ clusters ; this is so, not because 
money or^ateml wealth is rggar^ed as the main motlveTare 
fSm of hui^^ effort, nor even as affordii^ the "eHUh*'***”'*^ 
main subject-matter for the study of the economist. 
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but because in this ’jrorld of ours it is the one convenient 
means of measuiing human motive on a large scale; and if 
the older economists had made this clear, they would have 
escaped many grievous misrepresentations. The splendid 
teacliings of Carlyle and Buskin as to the right aims of 
bum(in endeavour and the right uses of wealth, would not 
then have been marred by bitter attacks on economics, based 
on the mistaken belief that that science had no concern 
with any motive except the selfish desire for wealth, or even 
that it inculcated a policy of sordid selfishness. 
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CHAPTER IV. 

ECONOMIC LAWS. 


§ 1. This brings ns to consider Economic Laws. Every 
cause has a tendency to produce some definite 
result if nothing occurs to hinder it. Thus iaw/lff“”,ence 
gravitation tends to make things fall to the “'■e statements 
ground : but when a balloon is full of gas lighter 
than air, the pressure of the air will make it rise in spite of 
the tendency of gravitation to make it fall. The law^of 
gravitation states how any two things attract one anotljpr ; how 
they tend to move towards one another, and will move towards 
one another if nothing interferes to prevent them. T|je law 
of gravitation is therefore a statement of tendencies. * 

It is a very exact .statement — so exact that mathe- 
maticians can calculate a Nautical Almanac that 
will show the moments at which each satellite Uwb of simple 
of Jupiter will hide itself Ix-hind Jupiter. 

They make this calculation for many years beforehand ; and 
navigators take it to sen, and use it in finding out-^here they 
are. Now there are no economic tendencies which act as 
steadily and can be measured as exactly as gravitation can : 
and consequently there are no laws of economics which can 
be compared for precision with the law of gravitation. 

§ 2. Let us then look at a science less exact than 
astronomy. The science of the tides explains ^he inexact 
how the tide rises and falls tiMce a day under lawsofcom- 
the action of the sun and the moon : how there 
are strong tides at new and full moon, and weak tides at the 
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moon’s first and thiikd quarter ; and how the tide running up 
into a closed channel,' like that of the Severn, will be veiy 
high ; and so , on. Thus, having studied the lie of the land 
and the water all round the British isles, people can calculate 
beforehand when the tide will probably be at its highest on 
any day at London Bridge, or at Gloucester ; and how high it 
will be there. They have to use the word probably, which 
the astronomers do not need to use when talking about the 
eclipses'^of Jupiter's satellites. Why is that? The reason is 
that though many forces act upon Jupiter and his satellites, 
each one of them acta in a definite manner which can be 
predicted beforehand. But no-one knows enough about the 
weather to be able to say beforehand how it will act ; and 
a heavy downpom’ of ram in the Thames valley or a strong 
north-east wind in the German Ocean may make the tides 
at London Bridge differ a good deal from what had been 
expectecl 

Sj 3. AThe laws of economics are to be compared with the 
TheEcirnce tides rather than with the simple 

of n.an is and e.xact law of gravitatioi^X For the actions of 

complex and . 'e 

Its law- are uien are so various and uncertain, that tlie best 
inexact. statement of tendencies that we can make in a 

science of human conduct, must needs be inexact and faulty. 
This might be urged as a reason against making any state- 
ments at all on the subject ; but to do that would be almost 
to aband'jui life. - Life is human conduct and the thoughts 
that grow up around it. By the fundamental impulses of our 
nature we all — high and low, learned and unlearned — are in 
our several degrees constantly striving to understand the 
courses of human action, and to shape them for our purposes 
whether selfish or unselfish, whether noble or ignoble. And 
since we Must form to oui'selves some notions of the tendencies 
of human action, our choice ir between forming those notions 
carelessly and forming them carefully. The harder the task, 
the greater the need for .steady' patient inquiry; for jgygiing to 



KCONOMIO LAWS. 


account the experience that has been n-eaped by tbe more 
advanced physical sciences; and for friiming ila best we can well 
thought-out estimates, or provisional laws, of the tendencies of 
human action, 

§ 4. Our plan of work is then this : — We study the 
actions of individuals, but study them in relation to S(^ial 
life. We take as little notice as possible of 
individual peculiarities of temper and character. 

We watch the conduct of a whole class of member of an 
people — sometimes the whole of a nation, some- g"oup!"** 
times only those living in a certain district, more 
often those engaged in some particular trade at some time 
and place : and by the aid of statistics, or in other ways, we 
ascertain how much money on the average the members of 
the particular group we are watching, are just willing to pay 
as the price of a certain thing which they desire, or how much 
must he offered to them to induce them to undergo a ceAain 
effort or aUstineuce that they dislike. The measureni’ent of 
motive thus obtained is not indeed perfectly accurate ; for 
if it were, economics svould rank svith the most advancJfed of 
the physical sciences ; and not, a* it actually does, svith the 
least advanced. 

But yet the measui ament is accurate enough to enable 
experienced persons to forecast fairly well the extent of the 
results that nill follow from changes in whicli motives of this 
kind are chiefly concerned. Thus, for rnstan-^iy they can 
estimate ■\ery closely tlie payment tliat will be required to 
produce an adequate supply of labour of any grade, from the 
lowest to the highest, for a new trade which it is proposed to 
start in any place. And, when they visit a factory of a kind 
that they have never seen liefore, they can tell within a 
shilling or two a ^eek what .any particular worker is earning, 
by merely observing how far kis is a skilled occupation and 
what strain it involves on Ids physical, lyental and moral 
faculties. 
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And, starting fr*m simple considerations of this kind, 
^hey can go on to analyse the causes which govern the local 
distribution of different kinds of industry, the terms on which . 
people living in distant places exchange their goods with one 
another, and so on. They can explain and predict the ways 
_which fluctuations of credit will affect foreign trade, or 
again the extent to which the burden of a tax will be shifted 
from those on whom it is levied on to those for whose wants 
they cater, and so on. 

In all this economists deal with man as he is : not with an 
abstract or “economic” ni.an ; but a man of flesii and blood; 

one who shaijcs his business life to a great extent 

Economists ‘ , 

deal mainly ith reference to egoistic motives ; but also one 
^'iH'e°but*not frailties of vanity or reck- 

the life of a'flc- lessiiess, and not below the delight of doing his 
t tioua being. ^jglow the 

deliglit of .sacrificing liim.self for the good of his family. Ids 
neiglibours, or his country, nor below the love of a -virtuous 
life for its own .sake. 

§"5. Tlius then a law of .social science, or a Socitd Law. 

. is .a stii. t.emp.nti| of .social teiidencie.s ; that is, ^ 
°a^'*'sociai,' s tatement that a certip u course of actio n may 
be expected und eiL certain conditions froin the 
me mbers of a social group. \ 

Ecownnic, It twn. or statements of economic tendencies, are 
and ‘ econo- Social" hrws iflating to bi^inohes of conducF in 

wliTcli the strength of the motii'cs chiefly con- 
cerned can be measured by a money price. 

Corresponding to the substantive “law” is the adjective 
“ legal.” But this term is used in connection with “ law ” 
in the sense of an ordinance of government ; not in connec- 
tion with scientific laws of relation betweeh cause and effect. 
The adjective used for this purpose is derived from “norma,” 
a term which in nearly equivalent to “ law ” ; and we 
'say that the course of action which may be expected under 
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certaiR conditions from the members of ftn industrial git^up 
is the normal action of the members’’ of thlit Normal 
group relatively to those conditions. action. 

Normal action is not aU\'ay.s morally right; very oftei^ it 
is action which we should use our utmost efforts to stop. 
For instance, the normal condition of many of the Voi.y 
poorest inhabitants of a large town is to be devoid 
enterprise, and unwilling to avail themselves of the opj^or- 
tunities that may offei- for a healthim- and less squalid life 
elsewhere ; they liave not the strength, physical, mental (inj 
moral, required for working their way out of their mijjgi.. 
able surroundings. Tlie existence of a considerable supply of 
labour ready to make match-bo.xes at a very low rata jg 
normal in the same way that a contortioii of the limb^ jg 
a normal result of taking strychnine. It is one result^ 
deplorable result, of the action of those laws wliioli w'e h(,,yo 
to study. • 

The earlier English economists paid almost exclusive at- 
tention to the nuili\’es of individual action. 

Eut it must not be foij;ott(‘n that economists, 
like all other students of social science, are , 

concerned w'itli individuals chiefly .is members of the so(.iaj 
organism. As a cathedriil is something moi'e than the sto^gg 
of which it is built, as a pei-son is something more thaq g, 
.series of thoughts ami feelings, .so the life of society is soq^g- 
thingmore tliaii tlie sum of tlie lives of its individu'J*nenibs,.g_ 
It is true that the action of the whole is made up of that; gf 
its constituent parts ; and that in most economic owblems the 
best starting-point is to be found in the motives thm af^t tjjg 
individual, regarded not indeed as an i.solated atmSfebut a,g ^ 
member of some particular trade or industrtal group ; T^t if ig 
also true, as German writers have well urged, that econoii|icg 
has a great and an ijicroasing ijoncein in motives conneofgj 
with the collective ownership of property and the collec1;;ye 
pursuit of important aims. AFany new kinds of volun,^ry 
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association are gnowing up under the influence of other 
motives besides that of pecuniary gain ; and tlio Co-operative 
movement in particular is opening to the economist ne^ 
opportunities of measuring motives whose action it had seemed 
impossible to reduce to any sort of law'. 

* 1 For a coutiouation of tliia subject see Appendix A on Methods of Study. 
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CHAPTER V. 

SURVEY OF THE WORK TO BE DONE. 

§ 1. The laws, or statemeats of tendeuoy, with which we 
shall be chiefly concerned in this volume, ai-e Tendencies 
those relating to man’s Wants and their satisfac- studied in 
tion, to the Demand for wealth audits Constimp- Books iii—vi. 
tion (Book III) ; to its Production, especially under the modern 
organization of industry (Book IV) ; to some of those genejy,! 
relations between the demand for a thing, and the difiiculty 
of providing a supply of it which govern Value (Book V) ; and 
(Book VI) to Exchange in relation to the Distributipn of 
the income of the nation between those wlio work with their 
heads or hands, those who store up capital to provide 
machinery and other things that will make labour more 
eflicient, and landowners ; or which is nearl}’’ the same thing 
the broad features of the problem of wages, profits and rent. 

The present volume deals mainly wdth the Economics of 
Industry. A later volume will deal with the EcflSomics of 
Trade and Finance. It will discuss systems of money, credit 
and banking ; the organization of markets, the relation 
between wholesale and retail prices ; fui’eign trade ; taxes and 
other ways and means of collective action^ and lastly public 
responsibilities and the general functions of collective action 
in economic affiiirs, whether through the Government, through 
the form of opinion, or through Voluntary co-operation. 

§ 2. Economics is thus taken to mean*a study of the 
economic aspects and conditions of man’s political, social and 
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private life ; but niori^ especially of liis social life. The aims 
of tlie study are to gain knowledge for its own 
«cmomist° sake, and to obtain guidance in the practiciil 
conduct of life, and especially of social life ; 
the need for such guidance was never so urgent as now. 

It would indeed be a mistake to bo always thinking 
His first duty practiciil purposcs of our work, and 

is to dissover planning it out with direct reference to them. 

For by .so doing we aro tempted to break off 
each line of thought as soon as it cea.ses to liave immediate 
bearing on that particular aim which we have in view at 
the time : the direct pursuit of practical aims leads us to 
group together bits of all sorts of knowledge, which have 
no connection with one another except for the immediate 
purposes of the moment, and throw but little light on 
oiiO another. Our mental energy is spent in going from 
one tosauothcr; nothing is thoroughly thought outj no real 
progress is made. The grouping, therefore, which is best for 
th^ purposes of scioiioo is that which collects together all 
those facts and reasonings which arc similar to one another in 
iiaturt; : so that the, study of each may throw light on its 
neighbour. 

Aud yet it may be well to have before us at starting 
some tolerably clear notion of the prfictical 
problems whicli supply the chief motive to the 
study of tlic modem econonii.st. Jilany of them 
do not lie quite within tlic range of his science, 
and none of tlicin can be fully answered by mere 
science : the ultimate resolve must always lie with couscienco 
and common seiipe. But the following aro some of the 
chief issues which are of special urgency in England in our 
own generation, aud to which economics can contribute some 
important material of carefully arranged facts and well con- 
sidered arguincilts : — 

How should we act so as to increase the good aud diminish 


But the direc- 
tions of his 
search are ^ 
indicated by 
urgent social 
problems. 
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the evil influences of economic freedonf, both in its ultimate 
results and in the course of its progress ? * If the first are 
good and the latter evil, but tliosc who suffer the evil do not 
reap the good, how far is it right that tljey should suffer for 
the benefit of others 1 

Taking it fur granted that a more equal distributior^a^ 
wealth is to be desired, how far would this justify changes in 
the institutions of jiropert}', or limitations of free enterprise 
even when they would be likely to diminish the aggregate of 
wealth ? In other words, how far should an increase in the 
income of the poorer cl/isses and a diminution of their work 
be aimed at, even if it invoUed some lessening fif national 
material wealth 1 1 low far could this bo done without in- 

justice, and without slackening the energies of the leaders 
of progress ? How ought the burdens of t;i.xation to be 
distributed among the (lilfex'ont classes of society? 

Ought w(! to rest content with the existing ^forms of 
division of labour ? Is it necessary that largo numbers of 
the people should bo exclusively occupied with work that has 
no elevating character ? Is it possible to educate gradhally 
among the great mass of workera a now capacity »for the 
higher kinds of work ; and in particular for undertfiking 
co-operatively the inanagemont of the businesses in which 
they arc themsch es euiploy*-d ? 

AN'hat are the proper relations of individual and collective 
action in a stage of civilization such as ours? H.5^ far ought 
voluntary association in its various forms, old and new, to 
be left to supply collective jiction for those purposes for 
which such action has special jwlvantagcs ? "What business 
afl’airs should be undertaken by society itself acting through 
its Government, imperial or local? Have we, for instance, 
carried as far as we should the plan of collective ownership 
and use of open spaces, of vrorks of art, of the means of 
instruction and amusement, as well as of J>hose material re- 
quisites of a civilized life, the supply of which requires united 
action, such as gas and water, and railways ? 
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When Govemmertt 'loes not itself directly intervene, how 
far should it allbw ineJividuals and corporations to conduct 
their own ali'airs as they please ? How far should it regulate 
the management of railways and other concerns which are 
to some extent in a position of monopoly, and again of land 
other things the quantity of which cannot be increased 
by man ? Is it necessary to retain in their full force all the 
existing frights of property ; or have the original necessities 
for which they were meant to jn-ovide, in some measure 
passed away 1 

Are the prevailing methods of using wealth entirely 
justifiable 1 What scope is there for the moral pressure of 
social opinion in constraining and directing individual action 
in those economic relations in which the rigidity and violence 
of Government interference would be likely to do more harm 
than good ! 

In wjiat respect do the duties of one nation to another 
in economic matters differ from those of members of the 
same luitiou to one anothe^u? 
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CHAPTER I. 


INTRODUCTORY. 


§ 1. L ^lNrE E(’.onoin icB_i8 the study o f man’s H,Rt. innB.in^thpi 
ordinary affairs of life, it needs to borrow more gf 

tha n other science do from common experience .^ definitfon in 
Its reasonings must therefore he expressed in 
language that is intelligible to the general public ; it must 
endeavour to conform itself to the familiar terms of every- 
day life, and, so far as possible, to use them as they are com- 
monly used. 

But unfortunately almost e^ery word in common use 
has several shades of meaning, and therefore needs to be 
interpreted by the context. Economists must take, as the 
standard use of their words, that whigh seems most in 
harmony with every diiy usage in the market place; and 
they must add a little special interpretation wherever it 
is necessary. For by thi.s mccans only can they say exactly 
what they want to say without perplexing the general 
reader. 
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CHAPTER II. 

WEALTH. 

§ 1. OuB difficulties begin at once. JT" Wealth” is really 
the same word as well-being : but in its common use it means 
only material possessions of different kindSjJ Further “a 
wealthy man” is a person who has a great deal of wealth; 
and so economists have sometimes been blamed for speaking 
of the “ wealth ” of the labourer. It is argued that as he is 
nqt wealthy, he cannot properly be said to possess wealth. 
But this objection must be set aside : and we must persist in 
saying that the cottager’s furniture, and other household 
goods (Constitute his little stock of wealth. 

This word “goods” is a useful one. |jA man’s goods are 
• commonly understood to be his material posses- 

sions^(But the word is often used more broadly ; 
as when we say it is a great good to a man to be able to find 
recreation in reading or music after his day’s work is done."^ 
This use of the word has been adopted by economists of other 
countries : it is practically very convenient ; and it is suffi- 
ciently in accordance with popular usage in this country for 
us to adhere to it. 

Uhus then Gooibs are all desirable things, all things that 
satisfy human wants,;^ 

lAU wealth consists of things that satisfy wants, directly or 
indirectly. \A11 wealth therefore consists of desirable things 
or “ goods but not all goods are reckoned as wealth. 'The 
affection of friends, for instance, is a very important element 
of well-being, but it is not ever reckoned as wealth, except by 
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& poetic licence. Let >is begin by> classifying goods, an^ 
then consider which of tliom should be accounted as elements 
of wealth. 

Desirable things are Material, or Personal iind Non- 
material. Material goods consist of useful classification 
material things, and of all rights to hold, or ofgoods.»«*» 
use, or derive benefits from material things, or to receive 
them at a future time. » 

Thus they include the phj^ical gifts of nature, land and 
water, air and climate ; the products of agriculture, mining, 
fishing, and manufacture ; buildings, machinery, and imple- 
ments ; mortgages and other bonds ; shares in public and 
private companies, all kinds of monopolies, patent-rights, 
copyrights; also rights of way' and other rights of usage. 
Lastly, opportunities of ti'avel, access to good scenery, museums, 
•fee., ought, strictly speaking, to be reckoned under this head. 

a man’s nofi-material goods fall into two clashes.. One 
consists of his own qualities and faculties for action and for 
enjoyment ; such for instance as that faculty of deriving 
recreation from reading or music, to which we have just 
referred. All these lie within himself and .are cifiled in- 
ternal. The second class arc called external because they 
consist of relations beneficial to him with other people. Such, 
for imstance, were tlic labour dues and personal services of 
various kinds wliich the ruling classes used to require from 
their serfs and other dependents. Put these Irtave passed 
away ; and the chief instances of such relations beneficial to 
their owner now-a-days arc to be found in the good will and 
business connection of traders and professional men.^ 

Again, goods may be ti'anafertMe or novftrans/erdble. /Every 
thing that can bq bought or sold is of course transferable. 
But a person’s “ internal ” faculties for action and enjoyment 
are non-transferable.") A succe^ful tradesman or medical prac- 
titioner may sell the goodwill of his business. But at first, at 
all events, the business will not be as good to the now comer 
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^ it was to him; fied^use part of his business connection 
depended on personal trust in him ; and that was non- 
transferable. 

Those goods are free, which are not appropriated and are 
afforded by Nature without requiring the effort of man. tJThe 
hitid in its original state was a free gift of nature. But in 
settled counti-ies it is not a free good from the point of view 
of the individually Wood is still free in some Brazilian forests : 
the fish of the sea are free generally : but some sea fisheries 
are jealously guarded for the exclusive use of members of a 
certain nation, and may be classed as national property. 
Oyster beds that have been planted by man are not free in 
any sense. Those that have grown naturally are free in every 
sense if they are not appropriated : if they are private property, 
they are still free gifts from the point of view of the nation ; 
hut^ since the nation has allowed its rights in them to become 
vested ii^individuals, they aro not free from the point of view 
of the individual ; and tlie same is true of private rights of 
fishuigjn rivers. The wheat grown on free land and the fish 
cauglit in free fisheries are not free: for they have been 
acquired by labour. 

§ 2. When a man’s wealth is spoken of simply, and with- 

Weaith interpretation clause in tlie context, it is 

to be taken to consist of two classes of goods. 

\_In the first class are those material goods to which he has 
(by lav/ orTustom) private rights of property.^ These include 
not only such things as land and houses,' furniture and 
machinery, and other material things which may be in his single 
private ownership ; but also any shares in public companies, 
bonds, mortgages and other obligations which he may hold 
requiring others to pay money to him. On the other hand, 
the debts which he owes to others may be reg.T.rded sis negative 
wesilth ; and they must be subtracted from his total posses- 
sions before his true Net wealth can be found. It is perhaps 
hardly necessary to say that services and other goods, which 
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pass out of existence iu the same that they com^ 

into it, do not contribute to the stock of wealth, and may 
therefore he left out of our account. 

In the second class are those of his non-material goods 
which are external to him, and serve directly as the means of 
enabling him to acquire material goods. Thus it excludes.AU 
his own personal qualities and faculties, even those which 
enable him to earn a living. But it includes his business or 
professional practice, and especially that “goodwill,” which 
can be transferred by sale to a new comer. 

It is true that, pursuing the lines indicated by Adam Smith 
and followed by most continental economists, we 
might dehne Personal Wealth so as to include health** 
all those energies, faculties, and habits which 
directly contribute to making people industrially efficient. 
But confusion would be caused by using the term “ wealth ” 
simply when we desire to include a person’s ij;idustrial 
qualities. For this purpose it will be best to use the more 
explicit phrase “material and personal wealth.” y^^ealth” 
simply should always mean external wealth only.^ 

§ .3. We have still to take account of those of a maiVs goods 
which are common to him with his neighbours; and which there- 
fore it would be a needless trouble to mention when comparing 
his wealth with theirs. But these goods may be important 
for some purposes, and especially for comparisons between the 
economic conditions of distant places or distant tiitf&s. 

They consist of the benefits which he derives from being a 
member of a certain State or community. They include civil 
and militaiy security, and the right and opportunity to make 
use of public property and institutions of all kinds, such as 
roads and gaslight ; and they include rights to justice or to 
a free education, *<feo. The townsman and the countryman 
have each of them for nothing many advantages which the 
other either cannot get at all, or can get only at great expense. 
Qther thing s being eoual. one person has more real wealth in 
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jts broadest sense another, the place in which the 

former lives has *a better climate^ better roads, better water, 
more wholesome drainage, and cheaper and better newspapers, 
and places of amusement and instraotion. House-room, food 
and clothing, which would be insufficient in a cold climate, may 
abundant in a warm climate: on the other hand, that 
warmth which lessens men’s physical needs, and malres them 
rich wi|j)i but a slight provision of material wealth, makes 
them poor in the energy that procures wealth. 

^Man}' of these things are collective yoods ; i.e. goods which 
, are not in private ownership. And this brings 

golds'™* us to consider wealth from the Hocial, as opposed 
L to the Individual point of viesK^ 

The most obvious forms of .such wealth are public material 
property of all kinds, such as roads and canals, buildings and 
parks, gasworks and waterworks ; though unfoi’tunately many 
of them ^lave been secured not by public savings, but by public 
borrowings, and there is the heavy “negative” wealth of a 
large (Jebt to be set against them. 

The Thames has added more to the wealth of England 
than ajl its canals, and perhaps even than all its railroads. 
And, though the Thames is a free gift of nature, except in 
so far as its navigation Las been improved, while the canal is 
the work of man, we ought for many purposes to reckon 
the Thames a part of England’s wealth. Again, Glerman 
economist^delight to insist that the oi-ganization of a free 
and well-oi’dered State is an element of national wealth. 


X^National wealth includes the individual as well as the 
collective property of its membera.'S And in estimating the 
aggregate sum of their individual -^alth, we may save some 
trouble by omitting* all debts and other obligations due to one 
member of a nation from another. For instance, so far as the 
English national debt and the bonds of an English railway 
are owned within the nation, we can adopt the simple plan of 
counting the railway itself as part of the national wealth, and 
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neglecting Government and railway Ix/ndb altogether. Put 
we still have to deduct for those boncTs, &c.,* is.sued by the 
English Government or by private Englishmen, and held by 
foreigners ; and to add for those foreign bonds, <feo., held by 
Englishmen. 

§ 4. The notion of Value is intimately connected with i 
that of Wealth ; and a little may be said about 
it here. “The word value” says Adam Smith 
“has two different meanings, and sometimes expresses the 
utility of some particular object and sometimes the power 
of purchasing other goods which the possession of that object 
conveys.” But experience has shown that it is not well to 
use the word in the former sense. 

' The value, that is the exchange value, of one thing ini 
terms of another at any place and time, is the amount of that! 
second thing which can be got there and then in exchange for/ 
the first. Thus the term value is relative, and expresses tha 
relation between two things at a particular place and timd. ( 

Civilized countries generally adopt gold or silver or bottf 
as money. Instead of expressing the values of lead anS 
and wood, and corn and other things in terms of one another, 
we express them in terms of money in the first instance ; find 
call the value of each thing thus expressed its price. If we 
know that a ton of lead will exchange for fifteen sovereigns 
at any place and time, while a ton of tin will e.vchange for 
ninety sovereigns, we say that their prices then and'Ahere nre 
£15 and £90 respectively, and we know that the value <?f n 
ton oLtin in terms of lead is six tons then and there. 

^lie price of every tlijng rises and falls from time to 
time and place to place; and with every such change the 
p urchasin g power of jn oney ch anges so ^far its that thing goesr 
IfTne' purciiasmg ppwer of money rises with regard to some 
things, and at the same time falls equally with regard to 
equally important things, its general purch^ing power (or 
its power of purchasing things in general) has remained 
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stationary. This y>li^^ase conceals some difficulties, which we 
must study later on. But meanwhile we may take it in its 
popular sense, whijh is sufficiently clear; and we maj: 
throughout this volume neglect possible changes in the general 
purchasing power of money. Thus the price of anything will 
be taken as representative of its exchfoge value relatively to 
Things in general, or in other as representative of its 

general purchasing power. 
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CHAPTER III. 

PRODUCTION. CONSUMPriON. T.ABOUR. NECESSARIES. 

§ 1. Man cannot create material things. In tlie ment« 

and moral world indeed he may produce new „ 

^ Man can pro- 

ideas ; but when he is said to produce material duce ^niy 
things, he really only produces useful results or 
“ utilities ” ; or, in other woids, his efforts and sacrifices result 
in changing the form or arrangement of matter to adapt 
it better for the satisfaction of wants. All that he can do 
in tho physical world is either to re-adjust matter so as to 
make it more useful, as when he makes a log of wood into 
a table j or to put it in the way of being made more useful 
by nature, as when he puts seed where the forces of natpi'O 
will make it burst out into life. ^ 

It is sometimes said that traders do not produce : that 
while the cabinet-maker produces furniture, the fursiture- 
dealer merely sells what is already produced. But there is no 
scientific foundation for this di.stinction. They both produce 
utilities, and neither of them can do more : the furniture- 
dealer moves and rc-arrauges matter so as to make it more 
sei-viceable than it was before, and the cai-penter does nothing 
more. The sailor or the railway-man who carries coal above 
ground produces a further utility, just as much as''^be miner 
who carries it underground ; the dealer in fish helps to move 
on fish from where it is of comparatively little use to where 
it is of greater use, and the fisherman doe.s no more. It is 
true that there are often more tnwlers tlian are necessary to 
do the work; and whenever that is the case, there is waste. 
But there is also waste if there are two men to a plough 
which can be well worked by* one man : in both cases all 
those who are at work are productive ; though tliey may 
produce but little. 



Consumption be I’egarded as negative production. 

, Jiffit as man can produce only “ utilities,” so he 

and can con- JL 

Bume only can consume nothing more. He can produce ser->- 
utiiities. vices and other immaterial products, and he can 
consume them. But as his production of material products is 
really nothing more than a rearrangement of matter which 
gives it new utilities ; so his consumption of them is nothing 
more than a disarrangement of matter, which lessens or 
destro}^ its utilities. Often indeed when he i.s said to con- 
sume things, he does nothing more than to hold them for his 
use, while, as Senior says, they “are destroyed by those 
numerous gradual agents which we call collectively time.” 
As the “producer” of wheat is he who puts seed where Nature 
will make it grow, so the “consumer” of pictures, of curtains 
and even of a house or a yacht does little to wear them out 
himself ; but he holds them and uses them while time wastes 
thhm. 

§■2.* All labour is directed towai-ds producing some effect. 

For though some exertions are taken merely for 
their own sake, as when a game is played for amuse- 
ment, they are not counted as labour. Jevons 
well defined labour as any exertion of mind 
or body undergone partly or wholly with a view to some 
good other than the pleasure derived directly from the 
work. If we had to make n fresh start it would be best 
to regaraUall labour as productive except that which failed 
to promote the aim towards which it was directed, and so 
produced no utility. And, on the whole, “ Productive ” when 
used by itself as a technical term leads to more trouble than 
it is worth. “Productive of” really means “that which 
produces ” ; and the only safe course is to finish the phrase, 
and say straight out what it is that is produced. For instance 
we may speak of labour as productive of material wealth, of 
neeesaariea, &c. 

§ 3. This brings us to consider the term Necessariea 


Neariy.sll 
latifur is in 
some sense 
productive. 
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It is common to divide wealtli into N cussaries, Comforts 
and Luxuries ; the first class including all things required to 
Hwet wants which must he satisfied, while the latter consist 
of things that meet wants of a less urgent character. But 
here again there is a troublesome ambiguity. When we say 
that a want must he .satisfied, what are the consequences 
which we have in view if it is not satisfied 1 Do they include 
death 1 Or do they extend only to the loss of strength and 
vigour! In other words, are Neee.ssaries the things which are 
necessary for life, or those which are neces.sary for efficiency 1 
The older use of the term Neces.snrie.s was limited to those 
things which were sufficient to enable the labour- 
ers, taken one with another, to support them- for existence, 
selves and their families. But we now recognise “P** 
that a distinction mu.st be made between the 
necessaries for efficiency and the necessaries for existence; 
and that there is for each rank of industry, at any time and 
place, a more or less clearly defined income which is necessary 
for merely sustaining its meinber.s; while there is another 
and larger income which is necessary for keeping it in'fuJJ 
efficiency. ^ 

Thu.s in the South of England population has increased 
during the present century at a fair rate, allowance being 
made for migration. But the efficiency of labour, which in 
earlier times was as high as that in the North of England, 
has sunk relatively to the North; so that the loa»-waged 
labour of the South is often dearer than the more highly paid 
labour of the North. This indicates that the labourers in 
the South have had the bare necessaries for existence and 
the increase of numbers, but they have not had the necessaries 
for efficiency. * 

It may be true that the wages of any industrial class 
might have sufficed to maintain lU higher efficiency, if they 
had been spent with perfect wisdom. But every estimate of 
necessaries mu.st be relative tu a given jilace and time; and 
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1 ' . . 

unless there be a^nscial interpretation clause to the contrary, 
it may be assumea" that the wages will be spent with just 
that amount of wisd om. foretha aghC wicl uns e lfiohn as a, whirl: 
prevails imjaeiTtmongthe industrial class under discussion. 
Wrth thisunderstanding we may say that the income of any 
class in the ranks of industry is below its necesaa/ry level, 
when any increase in their income would in the course oi 
time produce a more than proportionate increase in theii 
efficiency. Consumption may be economized by a change ol 
habits ; but any stinting of necessaries is wasteful. 

The necessaries for the efficiency of an ordinary agricul- 
tural or of an unskilled town labourer and his family, in 
England in this generation, may be said to consist of a well- 
drained dwelling with several rooms, warm clothing, with 
some clianges of under-clothing, pure water, a plentiful supply 
of cereal food, with a moderate allowance of meat and milk, and 
a little tea, iStc., some education and some recreation, and la.stly, 
sufficient freedom for his wife from other work to enable her 
to perform properly her maternal and her household duties. 
Jf fn any district unskilled labour is deprived of any of these 
things, its efficiency will suffer in the same way as that of a 
horse that is not properly tended, or a steam-engine that has 
an inadequate supply of coals. All consumption up to this 
limit is strictly productive consumption : any stinting of this 
consumption is not economical, but wasteful. 

In^ddition, perhaps, some consumption of alcohol and 
Conventional tobacco, and some indulgence in fashionable dress 
necessaries. are in many places so habitual, that they may be 
said to be conventionally necessary, since in order to obtain 
them, the average man and woman will sacrifice some things 
which are necessi»ry for efficiency. Their wages are therefore 
less than are practically necessary foi -efficiency, unless they 
pro\ ide not only for what ^is strictly necessary consumption, 
but include also a certain amount of convedCional necessaries. 
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CAPITAJ* INCOME. 


§ 1 . 


It is customary to divide the stock of goods which 
constitutes wealth into that which is and that which is not 
capital. But the purposes for which the division is wanted are 
many and various ; and in consequence the term Capital has . 
many uses both in the language of the market-place «,nd 
in the writings of economists. In fact there is no other 
part of economics in which the temptation is so strong io 
invent a completely new set of terms. jJBut this would throw 
the science out of touch with real life."! We must theref6re 
take the ordinary usages of the term aSHhe foundation of our 
account; and add such explanations, as are required to give 
to our use of the term some measure of clearness and precision. 

Adam Smith said that a person’s capital is that part of 
his slock from which he expects to derive an income; 
and in fact each use of the term capital has cor- 
responded more or less closely to one of the uses 
of the term Income ; and there is an advantage in studying 
the two terms Capital and Income together. ^ 

In a primitive community no distinction is made between 
capital and other forms of wealth: each family is , 

^ Income in 

nearly self-sufficing, and provides most of its own its broad 
food and clothing and even household furniture. • 

Only a very small part of the income, or comings in, of the 


Capital 

yields 

income. 
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family are in thetform of money; when one thinks of their 
income at all, one reckons in the benefits which they get from 
their cooking utensils just its much as those which they "get 
from their plough : one draws no distinction between their 
capital and the rest of their accumulated stock, to which the 
cooking utensils and plough alike belong. 

But with the growing u.se of money in common life the notion 
of income hius been more and niore confined to 
corrMponds** those comiiigs in which are in the form of money; 
to ‘money- op else — like the free use of a house, the free 
coals, gas, water, «tc., of some employees — take 
the place of things on ^^hich most people spend a part of 
their money-income. 

In harmony with this meaning of Income, the language of 
the market-place commonly rpgjirds a man’s capital as that 
. part of his wealth which he devotes to acquiring an income 
ip ihe form of money; or, more generally, to acquisition 
by means of triido. It may be convenient sometimes to speak 
this as his Trarle capital ; which may bo defined to consist 
of those things which a pevson u.ses in his trade, such as the 
factory and the business plant of a manufacturer ; that is, his 
machinery, his raw material, any food, clothing, and hou.se- 
room that he may hold for the use of his emplojves, and the 
goodwill of his business. And of course wc must add to the 
things in his po.ssession those to whicli he has a right and 
fi'om which he is drawing income : including loans which he 
has made on mortgage or in other way.s, and all the command 
over capital which he may hold in the form of shares of railway 
companies, &c., and again of money which he may keep with 
his banker. On the other hand debts owed by him must be 
deducted from his capital. This may be taken as the standard 
use of Capital for the purposes of business life. 

§ 2. But a broader use is needed when we come to regard 
Social -capital from the point of view, not of the iiidi- 

capitai. vidual, but of Society as a whole ; or, in other 
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words, when we seek for a definition of cijpftal in general, or 
Social Capital. 

— ' The chief difference relates to land, and other free gifts 
of nature. The balance of usage and convenience und is 
is in favour of reckoning rights to land as part of 
individual capital. But when regarding capital from the social . 
point of view it is best to put under separate heads those of 
the nation’s resources wliich wei-e made by man, and those 
which were not; and to separate the capital which is the 
result of labour and saving from those things which nature 
hiis giveji freel)'. 

- This plan is well adapted for the main purposes of the 
economist. For indeed his chief concern with capital in 
general, or social capital, is when he is considering the way 
in which the three agents of production, land (i.e. natural 
agents), labour and capital, contribute to producing the national 
income (or the A'atio>ud Dividend, as it will be called later 
on) ; and the way in which this is distributed among the tlfree 
agents. 

This fact points further to the convenience of keeping d]p 
a close relation between our uses of the terms Capital. and 
Income from the point of view of society as we did from that 
of the individual. But of course income is now to be treated 
more broadly and not strictly limited to that which takes the 
form of money. All wealth is designed to yield what in pure 
theory may bo called an In-come of benefit or gain hi some 
form or other ; and the language of the market-place, while 
refusing to admit so broad a use of the term Income as that, 
commonly includes a certain number of forms of income, other 
tlian money income. 

This use is exemplified in the rules ot the income-tax 
commissioners, who dount in everything which is commonly 
treated in a business fashion ; even though it may happen, 
like a dwelling-house inhabited by its owner, to jdeld its 
income of comfort directly. That is dune partly because of 
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the practical imjJoijtance of hou.se-rooin, and partly because 
the real income from it can easily be separated off and esti- 
mated. 

In the present treatise therefore, capital in general, i.e. 
capital regarded from the social point of view, will be taken 
^ to consist of those kinds of wealth, other than the free gifts 
of nature, which yield income that is generally reckoned as 
such in common discourse : together with similar things in 
public ownership, such as government factories. 

Thus it will include all things held for trade purposes, 
whether machinery, raw material or finished goods ; theatres 
and hotels, home farms and houses : but not furniture or 


clothes owned by those who use them. For the former are, 
and the latter are not commonly regarded by the world at 
large as yielding income. 

§ 3. jit is trQu . bloo oin e'^ have to use the word Capital 
’"in two .senses so different os those of the two 
between preceding sections. But it cannot be helped, 
different The uso of the word to moan Trade-capital is well 
term Capital, atlapteu for many purposes of economic inquiry, 
„ as well as for the practical needs of business. 

And it is so firmly established in the market-place that there 
would be no wisdom in an attempt to dislodge it. 

But the second use of the word to mean “Social capital’’ is 
equally necessary in its place. That use, or one differing from 
it only in small matters of detail, has been the chief use of 
the term in their most important discussions by the economists 
of all countries from the dawnings of economic science till 
now. And it is veiy often used by business men and states- 
men in broad discussions of public well-being; so it also is 
indispensable. 


In ordinary conversation people are apt to pass from one 
use of the word to the other, without noticing the change. 
This causes confusion, which can sometimes be set right at 
once, by someone’s breaking in and asking “are you speaking 
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of capital in a broader sense than before, ’j Jr “in a narrower 
sense” as the case may be. But the economist -cannot afford 
iii run the risk of confusions of this kind. He must always 
make quite sure that he knows what he means himself ; and 
tie must not trust to someone’s interrupting him and asking 
him to explain himself, '^nd this makes it seem as though he 
were introducing new mfficulties that are not met with in 
common conversation. But that is not the case. He does not 
make new difSculties. He merel}' brings into prominenoe'some 
that are latent in ever}’ day discourse. The trouble of examin- 
ing them in a good light is worth what it costs ; for it saves 
constant confusion of thought. 

Finally it should be I’eniai’ked that though there is no 
perfectly clear and consistent tradition as to the verbal defini- 
tion of capital ; there is a clear tradition that we should use 
the term Wealth in preference to Capital when our attention 
is directed to the relations in which the stock of useful things 
stands to general well-being, to methods of consumption, and 
to pleasures of possession ; and that we should use the term 
Capital when our attention is directed to those attributes «0f 
productiveness and prospectiveness, which attach to all the 
stored-up fruits of human effort, but are more prominent in 
some than in others. Wo should speak of Capital when con- 
sidering things as agents of production ; and we should speak 
of Wealth when considering them as results of production, as 
subjects of consumption and iis yielding plea.sures of poggession. 

'rims tlie chief demand for capital arises from its pro- 
ductiveness, from the services which it renders, for instance, 
in enabling wool to be spun and woven more easily than by 
the unaided hand, or in causing water to flow freely wherever 
it is wanted instead of being carried lab«.riously in pails; 
(though there arc other uses of capital, as for instance when 
it is lent to a spendthrift, which cannot easily be brought 
under this head). On the otlier hand the supply of capital 
is controlled by the fact that in order to accumulate it, men 
M. 3 
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must act pro spect ‘yql y : th ey must “■wait” ai^d “save,” they 
must sacrifice the present to tho future. And these two 
attributes liave much in common. For, as we saw in the_ 
last chapter, it is usual to speak of labour as employed 
productively when it provides for wants of the future rather 
than the present. 

* § 4. Capital has been claascd as consumpiimi capital, and 

auxiliary or histruiuental capital. It seems necessary to retain 
this distinction because it is often used. But it is not a good 
one : no clear line of division can bo drawn between the two 
classes. The general notion of the distinction which the terms 
are designed to suggest, can however be gathered from the 
following approximate definitions. 

• Coiisumpitiou capital consists of goods in a form to satisfy 
Consumption Wants directly ; that is, goods which afforrl a direct 
capital. suiiteuanco to the workers, such as food, clothes, 

house-room, &a. 

r'f Ai.xUiary, or instrumental, capital is so called because 
Auxiliary Consists of all tlic goods that aid labour in 

capital. production. Under this head come tools, machines, 

factories, railways, ducks, sliijw, &c. ; and raw materials of all 
kinds. 

But of course a man’s clothes assist him in his work and 
are instrumental in keeping him warm ; and he derives a 
direct benefit from the shelter of his factory as ho does from 
the shelter of his house. 


Next we may follow Mill in distinguishing circulating 
Circulating capital “ which fulfils the whole of its ofiice in 

end flxed tile production in which it is engaged, by a 

single use,” fromjieed capital “which exists in a 
durable shape and the return to which is spread over a period 
of corresponding duration.” 


§ 5. To return to Income. If a person is engaged in 
business, he is sure to have to incur certain outgoings for raw 
material, the hire of labour, &c. And, in that case, his true 
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or Net Iiuiome is found liy deducting from JiiS gross income the 
outgoings that belong to its production. • Net income. 

Now anything that a person does, for -which he is paid 
directly or indirecf ly in money, helps , to- swell his moi^ 
-income; -whilo no services that he performs for himself are 
Teckoned as adding to his nominal income. Thus a woman 
■who makes her own clothes, or a man who digs in his own 
garden or repairs his own house, is earning income just 
as would the dressmaker, gardener or carpenter wh o Aight 
be hired to do the work. 

It would be a great convenience if there were two words 

J vailahlc : one to represent a person’s total income and an- 
ther his money income, i.e. tliat part of his total income 
which comes to him in the form of money. For scientific pur- 
poses it would be best that the word income when occurring 
alone should always moan total real income. But as this plan 
is inconsistent with general usage -we must, whenever there is 
any danger of misunderstanding, say distinctly whether -the 
term is to bo taken in its narrower or its broader use. 

In this connection -we may introduce a term of witieh 
we shall have to make frequent use hereafter. Netadvi^. 
The need for it arises from the fact that every 
occupation involves other disadvantages besides the fatigue 
of the work required in it, and every occupation oilers other 
advantages besides the receqjt of money wages. The true 
reward which an occupat ion offers to labour has to hi calcu- 
lated by deducting the money value of all its disadvantages 
from that of all its advantages ; and we may describe this 
true reward as the Net AdvarUcujes of the occupation. 

§ 6. The income derived from wealth has many forms. It 
includes all the various benefits which a peAson derives from 
the ownership of wealth whether he u.ses it as capital or 
not. Thus it includes the benefits which he gets from the 
use of his own piano, equally with those which a piano dealer 
would win by letting out a piano on hire. And it includes, 
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as a special case'J the money income -which is derived from 
capital. This income is most easily measured when it takes 
Interest of the form of a payment made by a borrower fos- 
capitai. use of a loan for, say, a year; it is then 

expressed as the ratio which that payment bears to the loan, 
and is called Interest. 

This is one of a group of notions, which we shall need to 
study carefully hereafter, but of which provisional definitions 
may conveniently be introduced here. 

When a man is engaged in business, his Profits for the 
year are the exce.ss of his receipts from his busi- 
ness during the year over his outlay for his 
business ; the difference between the value of his stock and 
plant at the end and at the beginning of the year being taken 
as part of his receipts or as part of his outlay, according as 
there has been an increase or decrease of value. What ro- 
Earninnaf mains of liis profits after deducting interest on 
Mapagfiment, jjjg capital at the current rate may be called his 
Earnings of undertaking w management. 

'^ne income derived from tlieliwnerBhip of land and other 
free gifts of nature is commonly called lienl\ 
and tlie term is sometimes stretched, so as to 
include the income derived from houses and other things the 
supply of which is limited and cannot quickly be increased. 

§7.1 Social Income may lie estimated by adding togetlier 
^ ^ incomes of the individuals in tlic society in 

question, whether a nation or any other larger 
or smaller group of persons. But to reckon it directly 
is for most purposes simplest and best. Everything that is 
produced in the course of a year, every service rendered, every 
fresh utility brought about is a part of the national income. 

Thus it includes tlie benefit derived *from the advice of a 
phj’sioian, the pleasure got fi-om hearing .a professional singer, 
and the enjoyment of all other services which one person may 
be hired to perform for another. It includes the services 
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rendered not only by the omnibus drivei^ but also by the 
coachman who drives a private carriage. It includes the 
^services of the domestic servant who makes or mends or 
cleans a carpet or a dress, as well as the results of the 
work of the upliolsterer, the milliner, and the dyer. 

We must however be careful not to count the same thing.-, 
twice. If we have counted a carpet at its full value, we have 
already counted the values of the yarn and the labour that 
wei-e used in making it ; and these must not be counted 
again '. 

^ Suppose lion-cvei- a landowner with an annual income of £10,000 hires a 
private secretary at a salary of £.500, hires a sei-vaiit.at wages of £S0.’ It 
may seem Hint if the iucoiues of all these^lIWi {UiVtousare counted in as part 
of the net income of the country, some of it will he counted twice over, and 
some three times. Hut this is not the case. The landlord transfers to his 
secretary, in return fur his assistance, xiart of the purchasing power derived 
from the produce of laud; and the secretary again transfers part of this to his 
servant in return for Ida assistance. The farm produce the value of which 
goes as rent to the landlord, the assistance which the landlord derives from 
the work of the secretary, and that whicli the secretary derives from the work 
of the servant are indei>endent x>arts of the real net income of the country; 
and therefore the £10,000 and the £500 and the £50 which are their money 
measures, must all be counted in when we are estimating the mcome of the 
country. But if the landlord makes an allowance of £500 a to his son, 
that must not he counted as an independent income ; becanswfo serviiAs are 
rendered for it, and it would not be assessed to the Income-Ux. 
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BOOK m. 

GN WANTS AND THEIR SATISFACTION. 

CHAPTER I. 

INTRODUCTORY. 

In Book III. we are to make a sliorfc provisional study of 
I wants and their satisfaction ; or, to express nearly the same 
Ithingln otlier words, of demand and consumption. 

4Qiis subject has been somewhat neglected by economists 
Scope of recently; partly becau.so science seemed to 

Book III. have little to say upon it, beyond what is tlie 
common pi-operty of all sensiide people who have had a 
large experience of life. But in recent years economics has 
borrowed much from the exact habits of tliought and expres- 
sion of the older pliysical sciences ; and, when these were 
applied to state clearly how the demand for a thing is to be 
measured, they were found to open up at once new aspects 
of the main problems of economics. The theory of demand is 
yet i n its infancy ; but we can already see that it may be 
possible to collectaud — arrange statistica. J>£ consumption in 
sucli a way as to throw ligljt on difficult questions of great 
^importance to public well-being. 

And while the progress of the science is giving us a new 
power, the spirit of the age is giving us a new motive for this 
inquiry. It is urging us to pay ever closer attention to the 
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question whether our increasing wealth majr not be made to 
go further than it does in promoting the general well-being ; 
and this again compels us to examine how far the exchange 
value of any element of wealth, whether in collective or indi- 
vidual use, represents accurately the addition which it makes 
to happiness and well-being. 

We will begin tliis J»onk with a short study of the 
variety of human wants, considered in their relation to 
human efforts and activities. For the progressive nature of 
man is one whole. There is a special need to insist on this 
just now, because the reaction against the comparative neglect 
of the study of wants by the earlier economists shows signs 
of being carried to the opposite extreme. It is important still 
to assert the great truth on which they dwelt somewhat too 
exclusively j viz. that while wants are the rulers of life among 
the lower animals, it is to changes in the forms of efTorts and 
activities that wo mu.st turn when in search for the keynotes 
of the history of mankind. 
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CHAPTER II. 

WANTS IN RELATION TO ACTIVITIES. 

§ 1. Homan wants and deairfis are countless in number 
and very various in kind. Tlie uncivilized man indeed has 
not man}' mom needs than the brute animal ; but 
^agnssive. P^ery step ill his progress upwards increases the 
variety of them together with the variety in his 
method of satisfying them. Thus though the brute and the 
savage alike have their preferences for clioice morsels, neither 
of tliem cares much for change for its own sake. As, however, 
man lises in civilization, as his mind becomes developed, and 
even his animal passions begin to associate themselves with 
mental activities, his wants liecome rapidly more subtle and 
more various; and in the minor details of life he begins to 
desii’o change for tlie sake of change, long before he lias con- 
sciously escaped from tlie yoke of custom. The first great 
step in this direction comes with the art of making a fire : 
gradually he gets to accustom himself to many different kinds 
of food and drink cooked in many different ways ; and before 
long, monotony begins to become irk.soine to him ; and he finds 
it a great hardship when accident compels him to live for 
a long time exclusively on one or two kinds of food. 

As a mail’s riches increase his food and drink become 
morii various awl costly ; but his appetite is 
Desire for Umitpj hy nature, and when lii.s expenditure on 
food is extravagant it is more often to gratify the 
desires of hospitality and ‘display than to indulge his own 
senses. 
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But, a.s Senior says : — “Stnmg a.s is theclesire for vaiiety, 
it is weak compared with the desire for tlistinc- 

. p . 1 .. . , . . for distinction; 

tion: a feeling which if we con.sider its univer- 
sality and its constancy, tliat it afli'cts all men and at all 
time.s, that it conies with us from the cradle and never leaves 
us till we go into the grave, may 1 m: pronounced to be the most 
powerful of human pas.sions.” This great half-truth is well 
illustrated by a comparison of the desire for choice and various 
footl with that for choice and various dress. » 

§ 2. That need for dress which is the result of natural 
cau.ses varies with the climate and the season of 
year, and a little with the naturo of a person’s 
occupations. But in divas conventional wants 
ovei’shadow those which are natuiul. For in.stancc in England 
now a well-to-do labourer is e.vpecbsl to appear on Sunday in 
a black coat and, in soino places, in a silk hat; though these 
would have subjected him to ridicule but a short time ago ; 
and in all tlu- lower ranks of life there is a constant increase 
both in that variety and expensiveness which custom requires 
as a minimum, and in that which it tolerates as a maximum,; 
and the efforts to obtain distinction by dress are extending 
themselves throughout the lower grades of English Society. 

But in the upper grades, though the dress of women is 
still various and costly, that of men is simple and ine.xpensive 
as compared with what it was in Europe not long ago, and is 
to-day in the East. For tbo.se men who are most truly dis- 
tinguished on their own account, have a natural dislike to 
seem to claim attention by their dress; and they have set 
the fashion'. 

1 A woman maj display wealth, Init she may not disulay only her wealth, 
by her dress; or else she delvats her ends. She must also suggest some dis- 
tinction of character ns well ns of wealth: fur tliuiigli iier dress may owe more 
to her dressimikur than to lierself, yet there is a traditional assumption that, 
being less hasy than man with esteriml ^nirs, she can giie mure time to 
taking thought as to her dress. Kreii niider tlie sway of modern fashions, to 
be “well dressed" — not “expensively dressed" — is a reasonable minor aim 
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§ 3 House i«>um satibiies the impel ati\e need for shelter 
fiom the weathei but that need plays very little 
pcut in the eflfectiie demand foi house loom For 
though .1 small but iiell built cabin gives excellent sheltei, its 
stifling atmosphere, its necessaiy uncleanliness, and its want of 
the decencies and the quiet of life are great evils It is not so 
much that they cause physical discomfoit as thit they tend to 
stunt the faculties, and limit peoples highei activities With 
eveijf' iiioiease in these activities the demand foi laigei house 
room becomes moie uigent' 

And theiefore relatively large and well appointed house 
loom IS, even in the lowest social lanks, at once a “necessaiy 
for efficiency Y’ and the most convenient and obvious way of 
advancing a mateiial claim to social distinction And even 
in those giades in which everyone has house lOom sufficient for 
the liighei activ ities of himself and his family, a yet furthc i 
and almost unlimited incieise is desiied as a lequisite for the 
exerc^isp of many of the liighei social activ ities 

5| 4 It IS again the desiie foi the exeicise and develop 
Wantswhich ictivities, spie wliiig thiougli eveiy rank 

develop activi of society, which leuls not only to the puisuit of 
**'* Science, liteiatuie and ait foi then own sake, but 

to the lapidly inci easing demuid fui the woik of those who 
puisue them as piofessions This is one of the most maiked 
chaiacteiistics of oui age, and tlie same may be said of the 
giowij’g desiie foi those amusements, such as athletic games 


for those who deaue to he diatuiguiblied for their fscultiea and abihtiea, and 
this will be still luoie the case if the evil dominion of the wanton vagaiies of 
fashion should iiass awai Tor to aiiange costuinea beautiful m themselves, 
vaiious and welladgptcd to their puipobea is an ohject worthy of high en 
dcavonr , it belongs to the same class, though not to the some rank in that 
class as the painting of a good pictme 

1 It IS ti lie that many ochre minded woi king men prefer ci amped lodgings 
m a town to a roomy cottage in the country, hut that is because they have a 
strong taste foi those activities foi which a country life offers httle scope 
> See above Book II ch iii ^ 3 
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and travelling, which develop activities, raiJher than indulge 
any sensuous craving'. 

For indeed the desire for excellence for its own sake, is 
almost as wide in its range as the lower desire Desire for 
for distinction. As that graduates down from 
the ambition of those who may hope that their names will 
be in men's mouths in distant lands and in di.stant time.s, to 
the hope of the country lass that the new ribbon she puts on 
for Easter may not pass unnoticed by her neighboui-s; so the 
de.sire for excellence for its own sake graduates down from 
that of a Newton, or a Stradivarius, to that of the fisheiman 
who, even when no o:ie is looking and he is not in a huriy, 
delights in handling his craft well, and in the fact that she 
is well built and responds promptly to his guidance. Desires 
of this kind exert a gi’eat influence on the Supply of the 
highest faculties and the grnate.st inventions; and they are 
not unimportant on the side of Demand. For a large part of 
the demand for the most highly skilled pi'ofe.ssiomil services 
and the best work of the mechanical artisan, arises from the 
delight that people have in the training of their own facultie.1, 
and in e.xercising them by aid of the most delicately^ ad- 
justed and I'esponsive implemei»ts. 

Speaking broadly therefoi’e, although it is man’s wants 
in the earliest stages of his development that Relation of 
give rise to his activitie.s, yet afteiwaixls each Wants to 
new step upwanls is to be l•oga^'ded rather as Actmtiea. 
the development of new activities giving rise to new wants, 
than that of new wants giving ri.se to new activities. 

We see this clearly if we look away from healthy con- 
ditions of life, where new activities ai-e constantly being 
developed, and watch the West Indian negTo u.sing his new 


^ As a minor point it may l)e noticed tliat those drinks which stimulate the 
mental activities are largely displacing thus* wliicli merely gratify tlie senses. 
The consumption of tea is increasing very fast while tliat of alcohol is station- 
ary; and there is in all ranks of society a diminishing demand for the grosser 
and more immediately stupefying forma of alcohol. 
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frebdom and wealth not to get the means of satisfying new 
wants, but in idle stagnation that is not rest ; or again look 
at that rapidly lessening part of the English working classes, 
who have no ambition and no pride oP'delight in the growth 
of their faculties and activities, and spend on drink whatever 
surplus their wages afford over the bare necessaries of a 
squalid life. 
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CHAPTER III. 

GRADATIONS OF CONSUMERS’ DEMAND. 

§ 1. When a trader or a manufacturer buys anything to 
bo used in production, or be sold again, his conaumers' 
demand is based on his anticipations of the demand 
profits which he can derive from it. These frade™* 
profits depend at any time on speculative risks demand, 
and on other causes, which will need to be considered later 
on. But in the long run the price which a trader or 
manufacturer can afford to pay for a thing depends on the 
prices which consumers will pay for it, or for the things 
made by aid of it. The ultimate regulator of all delnand 
is therefore consumers’ demand. And it is with that almost 
exclusively that we shall be concerned in the present Book. • 

Utility is taken to be correlative to Desire or Want;^end 
we have just seen that each sevei’al want is limited, and 
that with every increase in the amount of a Theiawof 
thing which a man ha.s, the eagerness of his satiable 
desire to obtain more diminishes j until it yields ^^Mshing 
pliice to the desire for some other thing, of 
which perhaps he hardly thought so long as his more urgent 
wants were still unsatisfied. Everyone says now and then to 
himself — I have had so much of this that I do not care to 
buy any more. If it were cheaper I might buy a little more j 
but I do not care enough for it to buy more at a price as high 
as is charged for it. In other words, the additional lienefit 
which a person derives from a giYen increase of his stock of 
anything, diminishes with the growth of the stock that he 
already haa This statement of a fundamental tendency of 
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human nature may bo called the lutv of satiable wants or of 
diminishing utility. 

Suppose, for instance, that tea of a certain quality is to be 
had at 28. per lb. A person might be 'willing to give lOs. 
for a single pound once a year rather than go ■without it 
altogether; while if ho could have any amount of it for 
nothing he would perhaps not care to use more than 
30 lbs. in the year. But as it is, he buys perhaps 10 lbs. 
in the year; that is to say, the difference between the 
satisfaction which he gets fi-oin buying 9 lbs. and 10 lbs. is 
enough for him to he willing to pay 28. for it : wliile the fact 
that he does not buy an eleventh pound, shows that he does 
not think that it would be worth an extra 28. to him. 

Such facts as these come within the daily experience of 
everybody. They illustrate the rule that the total lUility of 
a thing to any one (that is, the total satisfaction 
or benefit it yields him) generally increases with 
ever/ increase in his stock of it ; but yet does not increase 
as fust as his stock increases. If a number of equal additions 
hj made to liis stock, one after another, the additional benefit 
which he derives fi-om any one will be less tlian from the 
previous one. In other words, if his stock of it increases at 
a uniform rate, the benefit whiph he derives from it increases 
at a diminishing rate. 

To return to our purchimer of tea. The market price of 
28. a,,nound measures the utility to him of the tea which 
lies at the margin, or terminu s or end of his juir^iaSBSTand 
this introduces us to one of those few technical terms which 
are indispensable ; because the notions which they express are 
ever recurring in the business of life ; while yet there are no 
words in ordinarj' use which repi’esent them well. 

We may call that part of the commodity which a person 
Marginal 18 Only just induced to purchase his marginal 

purchase. purchase ; because he is on the margin of doubt 

whether it is worth his while to incur the outlay required 
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to obtain it. And the utility of his marginal purchase may 
be called the ma/rginal utility of the commodity Marginal 
to him. Or, if instead of buying it, he makes 
the thing himself, then its marginal utility is tlie utility of 
that part which he thinks it only just worth his while to 
make. If the price which a purchaser of tea is just willing to 
pay for any pound be called his demand price, Marginal 
then 2s. is his marginal demand price. And demand price, 
pur law may lie worded-. — • 

The larger the amount of a thing that a person has, the 
(AeSg will, oldter things being eqatd, bo the price which he will 
pay for a little more of it : or, in other words, the less will be 
his marginal demand for it. The condition “ other things 
being equal ” must not be allowed to drop out of sight. If, 
for instance, his income were suddenly increased, he would be 
likely to buy more of^ tiling, oven though he had a good 
stock of it already. 

§ 2. Next wo have lo take account of the facif that, 
ns people say, “ a shilling is worth much more to marginal 
a poor man than to a rich one.” We have utility of « 
already' noticed, for instance, that a clerk with 
£100 a-year will walk to his business in a much heiivier rain 
than the clerk with £300 a-year; for a threepenny omnibus 
fare measures a greater benefit, or utility to the poorer inan ■ 
than to the richer. If the poorer man spends the money, 
he will suffer more from the want of it afterwartjp than 
the richer would. The benefit that is measured in the poorer 
man’s mind by threepence, is greater than that measured by 
it in the richer man’s mind. If the richer man rides a 
hundred times in the year and the poorer man twenty times, 
then the benefit of the hundredth ride which the richer man 
is only just induced to take is measured to him by threepence ; 
and the benefit of the twentietl^ ride which the poorer man 


1 ]3uok 1. Oil. in. § 1. 
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is only just induceH to take is measured to him hy threepence. 
For each of tliem the marginal heneiit or utility is measured 
hy threepence ; hut it is greater in the cose of the poorer man 
than in that of the richer. 

So when tea, sold at 2s. a pound, is drunk by different 
people some of whom are richer than others, then 2s. a pound 
will measure the utility, or benefit, to each one of them of the 
tea that lies at the margin or terminus or end of his or her 
purcRases. But while one will'^rinlc twenty pounds a year, 
another will make shift with six ; and the benefit of the 
marginal purchase will be much gi-eater to the latter than to 
the former. If the price of this kind of tea fell to Is. 8c/., a 
poor person who was enabled to buy an extra seventh pound 
of it, would derive more benefit from the change than a richer 
one would from adding another pound, or perhaps even another 
two or three pounds to his or her already large consumption. 
Thus we may say generally that every increase in a person's 
resources increases the price which he is willing to pay for 
any given benefit. And in the same way every diminution of 
hid resources diminishes the price that he is willing to pay for 
any benefit. 

I^o obtain complete knowledge of a person’s demand for 
. , anythinar, we should have to ascertain how much 

A person s j 

Demand for of it he Would be willing to purchase at each of 
anything. priccs at which it is likely to bo offered. 

Thus ^)r instance we may find that he would buy 

6 lli.s. at riQd. per lb. 10 lbs. at 2id. per lb. 


7 

» 40 „ 

11 

.. 21 

8 

„ 33 „ 

13 

„ 19 

9 

.. 28 „ 

13 

17 


If corresponding prices were filled in for all intermediate 
amounts we should have an exact statement of his demand, 
and the complete list may Ikj c.alled his demniid schedule'. 

' Wu may licru introduce' the first of a series of simiile diagrams designed to 
illustrate economic theory. Those who wish may omit the whole secies ; for the 
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§ 3. "When Sriy that a person b cleiAaiid for anything 
increases, wo mean that he will buy more of it thrin he 
would before at the same price, and that he will buy as much 
of it as before at a liiglier price. 

That is to say, a general increase in his demand is an 
increase throughout the whole list of prices at increase m a 
which he is willing to purchase difierent amounts person’s 
of it ; and not merely th«ib he is willing to buy 
more of it at the current piice'. 


reasoning in the te\t is alnajks complete in itself anil iloes not depend on 
them. Tliey do but expi css familiar fac ts iii a new language hich is terse and 
piecise, and ho found lielpful by those icadeis who aio inclined tow aids it. 

Such n demand bcliedulo may be tianslated, on a x>lau now coming Into 
familiar use, into a cm^o lliat maybe called his demand ciote. Let D.e and 
0>f be drawn the one lion/oiHalU, the other soiticnlly. Lot an inch measured 
along Ox icpiescnt 10 lb. of tea, and an inch lucasmcd along Oy represent 
iOd. 


Tenths of 

Fortietlib of 

an inch. 

ail iiR'li 

Take Um | ss 6, 

null ill aw 7«|^j(=ri0 

OwJa**? 



.1 » = 


, )h./i. = ‘2S 



Onfn = 11 

■ i. ihb/'i,=2I 

(bH7 = 12 

|> •• W72l7 = l‘» 


11 1 /Il82'8~f^ 



»(i being on Ox and being drawn 'lertically from nt|; and so for the 
others. lUen . . .pg aic points ou lub Demand Curse for tea; or as we 
may Ba;^9ln^i> Foikts, D we could find demand iioints in the same manner 
for cvQi^jmsuhle quantity of tea we iJiould get the whole coutiiinous curve 
J)D' Ob sliown 111 tlie liguic. 

1 Geometiically it is lupieseutcil by luising his demand curve, or, what 
comes to the same thing, moMiig it to the iiglit, with perhaxis sonic modifica* 
tion of its shaxio ; or in othui w oi ds by lai^ng Ins doinand bcheiliile. 

For some discussion of the uses of the tunn Demand by Hill and Cairnes, 
see Pi inciplea HI. iii. 4. 

IL 3 
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§ 4. So far we have looked at the demand of a single 
Demand of a individual. And in the particular case of such a 
market. thing as tea, the demand of a single person is 

fairly representative of the general demand of a whole market : 
for the demand for tea is a constant one j and, since it can be 
purchased in small quantities, every variation in its price is 
likely to affect the amount which he will buy. But even 
among those things which are in constant use, there are 
many for which the demand on the part of M\y single in- 
dividual cannot vary continuously with every small change in 
price, but can move only by great leaps. For instance, a 
small fall in the price of hats or watches will not affect the 
action of everyone, hut it will induce a few persons, who were 
in doubt whether or not to get a new hat or a new watcli, to 
decide in favour of doing so. 

In large markets, however, where rich and poor, old and 
young, men and women, pci'sons of all varieties of tastes, 
temp6.’aments and occupations are mingled together, every 
fall, however slight, in the price of a commodity in general 
use, will, other things being equal, increase the total sales of 
it; just as an unhealthy autumn increases the mortality of a 
large" town, though many persons are uniiyurod by it. 

Ijct ns however return to the demand for tea. The 
aggregate demand in the place is the sum of the demands 
of all the individuals there. Some will be richer and some 
poorer than the individual consumer whose demand schedule 
we have just written down; some will have a greater and 
others a smaller liking for tea than he has. Let us suppose 
that there are in the place a million purchasers of tea, and 
that their average consumption is equal to his at each several 
price. Tlhen tine .demand at that place is represented by the 
same schedule as before, if we write a million pounds of tea 
instead of one pound'. 

I The demand is reiweeeiitud by the souie curve as before, oidy an incsb 
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There is then one general Law of Demand : — Tlie greater 
the amount to be sold, the smaller must be the Law of De- 
price at which it is offered in order that it may mend, 
find purchasers ; or, in other words, the amount demanded in- 
creases with a fall in price, and diminishes with a rise in price. 

There will not be any uniform relation between the fall in 
price and tlie increase of deniand. A fall of one-tenth in the 
price may increase the sales by a twentieth or by a quarter, 
or it may double them. But as the numbers in the* left- 
hand column of tlie demand .schedulo increase, those in the 
right-hand column will always diminish. 

The price will measure the marginal utility of the com- 
modity to each purchaser imlividiudhj : we cannot speak of 
price as measuring marginal utility in gemral, because the 
wants and circumstances of different people are different. 

§ 5. The demand prices in our list are those at which 
various quantities of a thing can bo sold in a Qrovrthof 
market during a givr,n lime and under given arivai 
conditions. If the conditions vary in any respect 
the prices will probably require to be changed ; and this 
has constantly to bo done when the desire for anything is 
materially altered by a variation of custom, or by a cheapflning 


lueasnred ulniig Ox now ri'iiri'sciils ten uiillinii iioiinils insteail of ten pounds. 
And a forninl definition of the Demand ciu've 
for a market may be given tlins: — The demand 
curve for any commodity in a mai’ket during 
any given unit of time m tlie locus of demand 
points for it. That is to say, it is a enrve sucli 
that if from any point I’ on it, a straight line 
PM bo drawn iierpeudicular to Ox, PM repre- 
eents the price at which purchasers will be 
forthcoming for an amount of the commoibty 
represented by OM. 

It must be remembered that the demand 
schedule gives the prices at which various quantities of a thing con be sold 
iu a market during a given time and nuder*givcn conditions. If the conditions 
vary in any resxiect the figures of tlie schedule will probably require to be 
changed. 
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of the supply of fl rival commodity, or by the invention of 
a new one. For instance, the list of demand prices for tea 
is drawn out on the assumption that the price of coffee is 
known ; but a failure of the coffee harvest would raise the 
prices for tea. The demand for gas is liable to be reduced by 
an improvement in electric lighting ; and in the same way a 
fall in the price of a particular kind of tea may cause it to be 
substituted for an inferior but cheaper variety. 

Our next step will be to consider the general character of 
demand in the cases of some important commodities ready 
for immediate consumption. We shall thus be continuing 
the inquiry made in the preceding chapter as to the variety 
and satiability of wants ; but we shall be treating it from 
a rather different point of view, viz. that of price-statistics. 
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CHAPTER IV. 

THE ELASTICITY OF WANTS. 

§ 1. We have seea that the only universal law as to a 
person’s desire for a commodity is that it dimi- 
nishes, other things being equal, with every in- 
crease in his supply of that commodity. But this 
diminution may be slow or rapid. If it is slow the price that 
he will give for the commodity will not fall much in conse- 
quence of a considerable increase in his supply of it; and a 
small fall in price will cause a comparatively large increase in 
his purchases. But if it is rapid, a small fall in price will 
cause only a very small increase in his purchases. In the 
former case his willingness to purchase the thing stretches 
itself out a great deal under the action of a small inducement: 
the elasticity of his wants, we may say, is great. In the 
latter case the extra inducement given by the fall in price 
causes hardly any extension of his desire to purchase : the 
elasticity of his demand is small. If a fall in price froq^ say 
16(f. to 15(f. per lb. of tea would much increase his purchases, 
then a rise from 15d. to 16cf. would much diminish them ; 
when the demand is ehistiu fur a fall iu price, it is elastic also 
for the opposite rise. 

As with the demand of one person so with tha> of a 
whole market. And we may say generally : — The elasticitt/ 
of demcmd in a market is great or small according as the 
amount demanded increases much or little for a given fall 
in price, and diminishes much or little for a given rise in- 
price. * 

§ 2. The price which is so high relatively to the poor man 
as to he almost prohibitive, may bo scarcely felt 
by the rich; the poor man for instance never diflerent 
tastes wine, but the very rich man may drink as 
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much of it as he*has a fancy for, without giving himself a 
thought of its cost. We shall therefore get the clearest notion 
of the law of the elasticity of demand, by considering one class 
of society at a time. Of course there are many degrees of 
richness among the rich, and of poverty among the poor ; but 
for tbe present we may neglect these minor subdivisions. 

When the price of a thing is very high relatively to any 
class^ they will buy but little of it ; and in some cases custom 
and habit may prevent them from using it freely even after its 
price has fallen a good deal. But such cases, though not 
infrequent, will not form the general rule, and anyhow as 
soon as it has been taken into common use, any considerable 
4all ^n i ts price w ill cause _a great increase in tlie -deBaand-fur 

The elasticity of demand will be great for high prices, and 
great or at least considerable for medium prices, but it will 
decline as the price falls ; and gradually fade away if the fall 
goes so far that satiety level is reached. 

— ^’^le level at which “very high” prices end and “high” 
prices begin, is of course different for different classes, and so 
it the level at which “ low ” prices end and “ very low " prices 
begiii. Varieties in detail arise from the f.srt that there are 
some commodities with wliiclj people are e;isi!y satiated, and 
others — chiefly things used for display — for which their desire 
is almost unlimited *. 

§ 3. There are some things the current prices of which 
Illustrations country are “ very low ’’ relatively even to 

the pooi’er cla.sses ; .such aie for instance salt, and 
many kinds of savours and flavoura, and also cheap medicines. 

I The figures in Ch. ui. § 4 show a small elasticity in the demand for tea, 
and a diminution in tlie total outlay on it as its price falls. To illustrate the 
general rule that the total outlay is largest for prices neither very high, nor 
very loir, we might suppose 3 pounds to he bought at 50 pence, 4 at 40, 8 at 30, 
14 at 24, 17 at 20, 20 at 17, 24 at 14, 27 at 12, 30 at 9, 40 at 6, 60 at 3 ; so that 
the total outlay would be 200 pence for a very high price, rising to 840 pence 
for medium prices and falling again to 150 for a very low price. But see 
PrineifUa, HJ. iv. 2. 
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It is doubtful -whether any fall in price woiAd induce a consi- 
derable increase in the consumption of these. 

The current prices of meat, milk and butter, wool, tobacco, 
imported fruits, and of ordinary medical attendance, ai’e such 
that every variation in price makes a great change in the 
consumption of them by the working classes, and the lower 
half of the middle classes ; but the lich would not much in- 
crease their own personal consumption of them however cheaply 
they wei’e to be had. In other words the direct demand for 
these commodities is very elastic on the part of the working 
and lower middle classes, though nut on the paiM; of the rich. 
But the working class is so numerous that their consumption 
of such things as are well within their reach is much greater 
than that of the rich ; and therefore the aggregate demand for 
all things of the kind is very ehistic. A little while ago sugar 
belonged to this group of commodities : but its price in Eng- 
land has now fallcui sti far as to be low relatively even to the 
working classes, and tin* demand for it is therefore not 
elastic. 

The current prices of wall-fruit, of the better kinds of fisji 
and other moderately e.xpensive luxuries are such as to make 
the consumption of them by the middle class inci’ease i&uch 
with every fall in price ; in other woisls the middle class de- 
mand for them is very elastic : while the demands on the 
part of the rich and on the part of the woi’king class is much 
less elastic, the former because it is already nearly satiated, 
the latter because the price is still too high. 

The current prices of .such things ns rare wines, fruit out 
of season, highly skilled medical and legal assistance, are so 
liigh that there is but little demand for them except from 
the rich ; but what demand there is has in most cases con- 
siderable elasticity. And in fact much of the demand for 
the more expensive kinds of food^ is really a demand for the 
means of obtaining social distinction, and is almost in- 
satiable. 
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§ 4. The caSe of necessaries is exceptional. When the 
Demand for price of wheat is very high, and again when it 
neceasaries. jg very low, the demand has very little elasticity : 
at all events if we assume that wheat, even when scarce, is the 
cheapest food for man ] and that, even when most plentiful, 
it is not consumed in any other way. We know that a fall in 
the price of the quartern loaf from to 4d. has scarcely any 
effect in increasing the consumption of hi-ead. AVith repaid 
to the other end of the scale it is more difficult to speak with 
certainty, hecau.se there has been no approach to a .scarcity in 
England since the repeal of the corn haws. But, availing our- 
selves of estimates made in a less liappy time, we may sup- 
pose that deficits in the supply of 1, 2, 3, 4, or 5 tenths would 
cause a rise in price of 3, S, 16, 28, or 4.> teiiths i‘e.spective]y. 
Much greater variations in prices indeed than this have not 
been uncommon. Thus wheat .sold in London for ten shillings 
a hushel in 133."), but in the following year it sold for ttsi 
peuct. 

There may be even more violent changes than this in the 
price of a tfiiiig whicfi is not necessaiy, if i( is peris/iab/e and 
the demand for it is inelastic ; thus fish may be vci-y deiir one 
day,' and sold for manure two or three days later. 

Water is one of the few things the consumption of which 
we are able to observe at all prices freni the very highe.st 
down to nothing at all. At moderate prices the demand fur 
it is very elastic. But the uses to which it can be put are 
capable of being completely filled : and as its price sinks) to- 
wards zero the demand for it lose.s its elasticity. A'early the 
same may be said of salt. Its price in England is so low that 
the demand for it as an article of food is veiy inelastic : but 
in India the price is comparatively high and the demand is 
comparatively elastic. 

The price of house-room on the other hand has never 
fallen veiy low except when a locality is being deserted by 
its inhabitants. AV"here the condition of society is healthy. 
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and there is no check to general prospeiity, tliere seems 
always to be an elastic demand for house-room, on account 
both of the real conveniences and the social distinction which 
it afibids. Tlie desire for those kinds of clothing which are 
not used for the puipose of display, is satiable: when their 
price is low the demand for them has scarcely any elasticity. 

.*! 5. When trying to ascertain how the purchases of a 
commodity are affected by clianges in its price, we causes that 
meet with several ditticultie-s. AVc must take fluen“eVfVice 
account of changes in the purchasing power of on demand, 
money which are a source of confusion in all statistics of 
prices. And we niu.st allow for changes in fashion, and taste 
and habit, for the ojiening out of new uses of a commodity, 
for the discovei y oi' iiiiprovenient or chefipening of other things 
that can be applied to the .same u.ses with it. 

And further we must muember that time is I’equired to 
enable a rise in the price of a commodity to exert its full 
influence on consumption. Time is required for 
consumers to become familiar with substitutes the growth of 
that can be used instead of it, and perhaps for habits, 
producers to get into the habit of producing them in sufficient 
quantities. Time may be al.so wanted for the growth of habits 
of familiarity with the new commiKlities and the discovery of 
methods of economizing them. 

For instance when woihI and charcoal became dear in 
Kngland, familiarity with cotd as a fuel grew .slowly, fireplaces 
were but slowly adapteil to its u.se, and an organized traffic in 
it did not spring up quickly even to places to which it could 
be easily carried by water: the invention of processes by 
which it could be used as a sulistitute foi charcoal in manu- 
facture went even more slowly, and is indeed^ hardly yet com- 
plete. Again, when in recent years the price of coal became 
■N'eiy high, a great stimulus was given to the invention of 
economies in its use especially in flie production of iron and 
steam ; but few of these inventions bore much practical fruit 

3—5 
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till after the hife-h price had passed away. Again, when a 
new line of tramways or of suburban railways is opened, even 
those who live near the line do not get into the habit of 
making the most of its assistance at once ; and a good deal 
more time elapses before many of those whose places of 
business are near one end of the line change their homes so 
as to live near the other end. Again, when petroleum first 
became plentiful few people weiv ready to use it fi-eely ; 
gradually petroleum and petroleum lamps have become familiar 
to all classes of society : too much influence would therefore be 
attributed to the fall in price which has occurred since then, 
if it were credited with all the increase of consumption'. 

1 The demand (or things of a higher quality depends mnch on sensihilitj: 
some people care little for a refined flavour m tbeir wiiie provided they can 
get plenty of it otlieis ciave a high quality, but are easily satiated. In tbo 
ordmaiy working class distiicts the infeiior and the bettei joints aie sold at 
nearly tbc same puce but some ^ell paid aitisana in tbe uortli of England 
have developed a liking for tbe best meat, and imU pay for it iieaily as high a 
piicex .18 can be got in tbe west end of London, wbeie tbe puce is kept aiti- 
ficially high by tbo necessity of sending tbe infeiioi joints anay for sale else- 
^heie. Use also gnos use to acqmie<l distastes as well as to acquired tastes 
^ Generally speaking those tilings have tbe most elastic demand, which are 
capable of being applied to ni*iiiy diiferent uses. Water for instance is needed 
fiist^as food, then for cooking, then for washing of saiious kinds and so on. 
When tlieie is no special di ought, but water is sold by tbe pailful, tbe puce 
may be low enough to enable even tbe pooler classes to dunk as much of it as 
they Bie inclined, while foi cooking they sometimes use tbe same water twice 
over, and they apply it sery scantily in washing Tbe middle classes will 
peibaps not use any of it twice for cooking; but they will make a pail of 
water go a good deal fuitber for washing pm poses than if they bad an un- 
limitdk supply at command. When water is supplied by pipes, and chaiged 
at a very low late by metei, many people use as much of it e^en fur washing 
as they feel at all inclined to do; and when the water is supplied not by 
meter but at a fi\ed annual charge; and is laid on in every place whe^it is 
wanted, the use of it for eveiy puiposc is earned to tbe full satiety liznf^ 
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CHAPTER V. 

THE CHOICE BETWEEN DIFFERENT USES OF THE SAME 
THING. IMMEDIATE AND DEFERRED USES. 

§ 1. The primitive housewife finding that she hag a 

limited number of hanks of yam from the year’s 

shearins, considers all the domestic wants for 

o* means be- 

clothing and tries to distribute the yarn between tween different 
them ill such a way as to contribute as much os ''***' 
possible to the family well-being. She will think she has 
failed if, when it is done, she has reason to i-egret that she 
did not apply more to making, say socks, and ]e.ss to vests. 
That would mean that .she luul miscalculated the points at 
R'JffeJi to AwpewJ i}t^ iti.tkiitg of iSVAi'i'.v aiKl twfcs- {vsi>eetifely f 
that .she had gone too far in the case of ve.sts, and not.far 
enough in that of socks ; and that therefore at the points at 
which she actually did stop, the utility of yarn turned into 
socks was greater than that of yarn turned into vests. Ijut 
if, on the other hand, .she hit on the right points to stop at, 
then she made just so many socks and vests that she g4* an 
equal amount of good out of the last bundle of yarn that she 
applied to socks, and the last she applied to vests. This illu.s- 
trates a general principle, which may be expressed thus : — 

If a person has a thing which he can put to several u^es, 
he will distribute it between these uses in .sifch a way that it 
has the same marginal utility in all. For if it had a greater 
marginal utility in one use than another, he would gain by 
taking away some of it from the second use and applying it to 
the first. 



• 76 BOOK III. CH. V. §§ 2, H. 

One great dihadvantage of a priniiti\-e economy, in which 
there is but little free exchange, is that a person may easily 
have so much of one thing, say wool, that, when he has 
applied it to every possible use, its marginal utility in each 
use is low : and at the same time he jnay have so little of 
some other thing, say wood, tliat its marginal utility for him 
is very high. Meanwhile some of his neighbours may be in 
great need of wool, and have moi« wood than they can turn 
DiflicultieB of good account. If each gives up that which 
barter. lias for him the lower utility and receives that 

which has the higher, each will gain by the e.xchange. But 
to make such an adjustment by liarter, woiilil be tedious and 
ditKcult. 

The difficulty of barter is iiideerl not .so \ery great where 
there are but a few simple commisHties, each of which can be 
adapted by domestic woi-k to several uses ; the wea\ ing wife 
and the .spinster daughters adjusting rightly the marginal 
utilities of the different uses of the wool, while the husband 
and the sons do the same for the u’ood. 

^ § 2. Bub when commodities have become very numerous 

The need for highly specialized, there is an urgent need 

moivey. foe the free use of money, or general purchasing 

powei- ; for that alone can be applieil easily in an unlimited 
variety of purchases. And in a money-economy, good ma- 
nagement is shown by .so julju.stiug the margins of suspense 
on each line of expenditure tliat the marginal utilitv of a 
.shilfTng’s worth of goods on each line .shall be the same. 

Thus for instance the clerk who is in doubt whether to 
ride to town, or to walk and have some little extra indulgence 
at his lunch, is weighing agaimst one anotlier the (marginal) 
utilities of two diffei-ent modes of .spending his money. And 
jv chief use of experienced housekeeper urges on a 

domestic youiig couple the importance of keeping accounts 
carefully, a chief motive of the advice is that 
they may avoid spending impulsively a great deal of money on 
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(Jeoice between different uses. 

furniture and other things ; for, though some ^juantity of these 
is really Jieedful, yet, when bought lavishly, they do not give 
high (marginal) utilities in proportion to their cost. And 
when the young pair look over their year’s budget at the end 
of the year, and find perhaps that it is necessai-y to curtail their 
expenditure somewhere, they compai’e the (marginal) utilities 
of different items, weighing the loss of utility that would 
result from taking away a 2>ound’s expenditure here, with that 
which they would lose by takmg it away there : they strive 
to adjust their parings down so that the aggregate loss of 
utility may bo as little as possible. 

§ 3. The dilferent uses between which a commodity is 
distributed need not all be present use.s ; some may be present 
and some future. \ prudent peroon will endeavour to dis- 
tribute his means between all their several uses 
present and future in such a way that they will ^tlfre'benefitB 
have in each the same marginal utility. But, in 
estimating the present marginal utility of a dis- * 

tant source of benefit to him, a twofold allowance must be 
made; firstly, for its uncertainty'; and secondly, for the dif-» 
ference in the value to him of a distant as compared with a 
present benefit'. 

If jK’ople regarded future benefits as equally desirable 
with similar and equal benefits at the present 
time, they would probably cuideavour to dls- “ms- 

tribute, their j)leasures evenly throughout their 
lives. They would therefore generally be willing by difTerent 
to give up a present pleasure for the sake of an 
equal pleasure in the future, provided they could be certain of 
having it. But in fact human nature is so constituted that 
in estimating the “present value” of a future benefit most 

^ This is an objective property which ali well-iiifurined persons would esti- 
mate in the same way. 

- Tins is a kitb/evtire projicrty whiclt diifereiit penjde would estimate in 
different ways according to their individual characU'rs, and tlicir circumstances 
at the time. 
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people generally* make a second deduction from its future 
value, in the form of what we may call a “ discount,” that 
increases with the period for which the pleasure is deferred. 
One will reckon a distant benefit at nearly the same value 
which it would have for him if it were present ; while another 
who has less power of realizing the future, less patience and 
self-control, will care comparatively little for any benefit that 
is not near at hand. 

Many people derive from the niei'c feeling of ownership a 
stronger satisfaction thiin they derive from ordinary pleasures 
in the narrower sense of the term : for example, the delight in 
the possession of land will often induce people to pay for it so 
high a price that it yields them hut a very poor return on 
their investment. There is a delight in ownership for its own 
sake; and there is a delight in ownership on account of the 
distinction it yiehls. Sometimes the latter is stronger than 
the former, sometimes weaker; and perhaps no one knows 
himself or other people well enough to ho able to draw the 
line quite certainly between the two*. 

^ The rates nt which different people discount tlie future affect not only 
their tendency to save, as the term ie ordinarily understood, but also their 
tendency to buy things which will be a lasting source of pleasure rather than 
those w Iiich give a stronger but more transient enjoyment ; to buy a new coat 
rather than to indulge in a druiking bout, or to choose simple furniture that 
win wear well, rather than showy furuitiu’e that will soon fall to pieces. And 
further, the same person will discount future pleasures at differeut rates at 
different times, according to his mood. 
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CHAPTER VL 

VALUE AND UTILITY. 

§ 1. Wb may now turn to consider how far the price, 
which is actually paid for a thing, represents the 
satisfaction that arises from its possession. This uumy"'* 
is a subject on which economic science has very 
little to say, but that little is of somo importance. 

Wp have already seen that the pric e which a nerson pa ys 
f or a tiling, can never exceed, and seldom co mes up to th at 
which he would bo willing to piy ra ther than go wi thout 
ifT^o that the gratification which ho gets fipm its purchase 
generally exceeds that which he gives up in pa^ng away its 
price; and he thus derives from the purchase a Burplna~bf * 
sat^action. Tho excess of the price vhic h he w ould ,bo 
willing to pay rather than go without tho thing, 
over~that which he actually do<'s pay, is flio suIpiuT.*” 
economic measure of this surplus satisfa^on. 

I tTia s some analogies to a rent, Jiut is perhaps best called 
Consumer’s Sva^lus. _ <• 

It is obvious that tho Consumer’s Surpluses derived from 
some commodities are much greater than from others. There 
are many comforts and luxuries of which the prices are very 
much below those which many people would pay rather than 
go entirely without them ; and which therefore afford a very 
great Consumer’s Surplus. Good instances are matches, salt, 
a penny newspaper, or a postage-stamp. 

We are apt to underrate the benefits which we derive from 
the opportunities afforded to us by our surroundings, or, os 
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the Germans say, from the ConjU7icliire of circumstances 
around us. We take it for granted that we can buy a 
newspaper with several thousand lines of news in it for a 
penny: and we seldom consider that if we would pay (say) 
a shilling rather than be deprived of our newspaper, the 
opportunity of buying it for a penny gives us a surplus benefit 
of eleven pence a day-V" 

This notion is of great importance for the higher work of 
the economic student. ‘ But it involves many difiicultics, and 
is apt to be misunderstood and misapplied by the beginner : 
and therefore, what little is said of it in the present treatise, 
may be relegated to Appendix B. 

§ 2. The notion itself in some vague form or other is con- 
stantly present with us. This is another instance in which 
the daily language of ordinary life, while sufficient for many 
practical purposes, is not quite exact and complete; so that 
on examination it is found to suggest more than appears at 
first sight. 

Thus, for instance, it is a common saying that the real 
value of things to us is not gauged by the price we pay for 
them : that, though we spend for instance much more on tea 
than on salt, yet salt is of greater real value to us ; and that 
this would be clearly seen, if wo were entirely 
^neifperaon. deprived of it. This argument is but thrown 
into precise form, when it is said that we cannot 
tru' ‘ the marginal utility of a commodity to indicate its total 
utility : for, though it is true that, when a person spends 
sixpence on a quarter of a pound of tea instead of on a stone 
of salt, he does so because he pi’efers the tea : yet he would 
not prefer the tea if he did not know that he could easily get 
whatever salt ho needed for his more urgent requirements. 

Again, if the real value of anything were being discussed 
with reference, not to a single individual, but to people in 
general, it would naturally be assumed that a shilling’s worth 
of gratification to one Englishman might be taken as cquiva- 
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lent with a shilling's worth to another, “to start with,” and 
“until cause to the contrary were shown.” But 

, , . or as regards 

every one W'ould know that this was a reason- people in 

able course only on the supposition that the con- 
sumers of tea and tliose of salt belonged to the same classes of 
people ; and included people of every variety of temperament. 
And if, instead of comparing tea and salt, which are both 
used largely by all classes, we bad compared either of them 
with champagne or pineapples, this assumption could’ not 
have been made even for a first rough guess. In earlier 
generations many statesmen, and even some economists, neg- 
lected to make adequate allowance for considerations of this 
class, especially when constructing schemes of taxation ; and 
(heir words or deeds seemed to imply a want of .sympathy 
with the. sufferings of the poor; though more often they were 
due simply to want of thought. 

On the. whole however it happens that by far the greater 
number of tho events with whieh economics deals, affect in 
about eipial proportions all the difi'erent classes of society; so 
that if tho money measures of the luippiness caused by twe 
events arc equal, there is not in general any very great 
diff'erence between the amounts of the, happiness in the two 
cases. And it is on account of this fact that the exact mea- 
surement of tl’.e Consumer.s’ Sui-plus in a market has already 
much theoretical interest, and may become of high practical 
importance ' « 

§ 3. There is another nee<l for caution when estimat- 


ing the dependence of well-lteing upon material Allowance for 
wealth. Not only does a person’s happiness collective 
often depend more on his own physical, mental 
and moral health than on the external conditions of his well- 
being : but even among these conditions many that are of 
chief importance for his real happiness are apt to be omitted 
from an inventory of his wealth. Some are free gifts of 


M. 


1 Compare p. '21. 


4 
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nature ; aiul llies'e might indeed he neglected Tvithout great 
harm if they ■were always the same for everybody ; but in fact 
they vary much from place to place. More of them however 
are elements of collective wealth which are often omitted from 
the reckoning of individual wealth ; but which become im- 
portant when we compare dilfei'ent parts of the modern civi- 
lized world, and even more important when wc compare our 
own age with earlier times. 

An increase of income nearly always causes pleasure ; 
but the new enjoyments which it provides often lose quickly 
much of their charm. Partly this i.s the rc.sult of familiarity ; 
which makes people cease to derive much pleasure from accu.s- 
toined comforts and luxuries, though they suffer great pain 
from their kiss. Partly it is due to the fact that with in- 
creased riches there oftisn comes cither tlie weariness of age, or 
at least an inci'case of m'rvous .strain, and perhaps habits of 
living that lower physical vitality and diminish the cajiacity 
for i>loasuro. 

In every civilized country there have been some followers 
, of the Buddhist doctrine that a placid serenity i.s 

Bur^and rest, *^0 highest ideid of life ; that it is the part of the 
wise man to root out of his nature as many wants 
and desires as ho can ; th.at real riches consist not in the 
abundance of goods but in the jiaucity of wants. At the other 
extreme are those who maintain lliat the growth of new 
wants and desires is always bciiclicial because it stimulates 
jieople to increased c.xcrtion.s. They seem to have made the 
mistake, as ]Mr Herbert Spencer says, of .supposing that life is 
for working, instead of working for life. 

The truth seems to be that as human nature is consti- 
tuted, man nipidly degenerates unless he lias .some hard 
work to do, some dilllculties to overcome ; and that some 
Value of work strenuous exertion is necessary for physical and 
for its own moral health. The fulness of life lies in the dc- 
volopmcnt and activity of as many and as high 
faculties us possible. There is intense pleasure in the ardent 
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pursuit of any aim, whether it be success in business, the 
advancement of art and science, or the improvement of the 
condition of one’s fellow-l)eings. The highest constructive 
work of all kinds must often alternate between periods of over- 
strain and periods of lassitude mid stagnation ; but for ordinary 
people, for those who have no strong ambitions, whether of a 
lower or a higher kind, a incxlerate income earned by moderate 
and fairly steady work offers the best opportunity for the 
growth of those habits of body, mind and spirit in which alone 
there is true happiness. 

There is some misuse of wealth in all ranks of society. 
And though speaking generally, we may say that every 
increase in the income, of the working classes adds to the 
fulness and nobility of human life, because it is used chiefly 
in the satisfaction of real want.s; yet oven among the artisans 
in England, and perhaps still more in now countries, there 
are signs of the growth of that unwholesome desire for wealth 
as a moans of display which Inus been the chief bane of the 
well-to-do classes in ciery civilized country. Laws against 
luxury have been futile; but it would be a gain • 

if the moral simtiment of the community could u^jof^raith 
induce people to avoid all .soi'ts of disjday of 
indii'idual wealth, 'rhci-e are indeed ti’ue and ivorthy plea- 
suri's to be got from wisely onlered magnificence: but they 
are at their best when free fnmi any taint of personal vanity 
on the one side, .Mid en\y on the other; as they are ^'hen 
they centi'c round public buildings, public parks, public col- 
lections of the line art-s, and public games and amusements. 
So long as wealth i.s applied to provide for every family the 
necessaries of life and culture, and an abundance of the 
higher forms of enjoyment for collective iise, so long the 
pursuit of wealth is a noble aim; .and the pleasures which it 
brings are likely to increase with the giwvth of those higher 
activities which it is used to iiromote. 

When the iiocessaries of life are once pitivided, evciyono 
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should Reek to increase the beauty of things in his possession 
rather than tlieir number or their magnificence. An im- 
provement in the artistic character of furniture and clothing 
trains the higher faculties of tho.se who make them, and is a 
source of growing happiness to those who use them. But if 
instead of seeking for a higher standard of beauty, we spend 
our growing resources on increasing the complexity and intri- 
cacy of our domestic goods, we gain thereby no tme benefit, 
no lasting happiness. The world would go much better if 
everyone would buy fewer and simpler things, and would 
take trouble in selecting them for their real beauty ; being 
careful of course to get good viilue in return for his outlay, 
but preferring to buy a few things made well by highly paid 
labour rather than many made badly by low paid labour. 
But we are exceeding the proper scope of the present Book; 
the discus.sion of the influence on general well-being which is 
exerted by the mode in which each individual spends his 
inco&e is one of the more important of those applications of 
economic science to the art of living which will find their 
place at the end of the Treiitise. 
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BOOK IV. 

THE AGENTS OF PRODUCTION. 

LAND, LABOUR, CAPITAL AND ORGANIZATION. 

CHAPTER I. 

INTRODUC5TORY. 

§ 1. The agents of production are commonly classed as 
Land, Labour and Capital. • 

By “ Land” is meant not me rely land in the strict sens e 
of t he word , but the whole of the mater ial and the forces i 
which Nature gives freelyTor man’s aid, in land and water . 
in^air and light and Heat', “Land” is, in a chapters ii, 
c ertain sense, a fixed quantity; and we shall 
have t o examine the causes which limit its yield of produce 
to the labour and cap ital applied to it. 

The amount of labour available for any work dep^ds 
partly upon the number of people able and ready to do the 
work, and partly on their willingness to exert 
themselves, and these are very elastic quantities, 

We shall see how they are affected by the wages, 
or other reward available for the work : how high wages 
enable parents to bring up a lai^ proportion of their children 
to full age, well nourished in mind, and body. And we shall 
gradually inquire (for the question can only be opened out 


1 See below, p. 87. 
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in the present Book) how children and adults drift from 
occupations that hold out small attractions to others that 
are not more difficult and hold out greater. 

We shall look at the growth of wealth, which when con- 
sidered as an agent of production, is called 
Chapter VIII. shall See how it is affected by 

that “ balancing of future benefits against present ” ; which 
has, already been noticed® as controlling people’s willingness 
to forego immediate pleasure and to provide machinery, 
buildings, ships, railways, and to make labour more efficient 
in the future. 

Then we shall nuike some study of division of labour and 
industrial organization generally, and inquire 
xiif^^^* how they increa.se the efficiency of labour. 

Thus we shall prepare the way for an inquiry 
into the causes that govern the Supply price of anything. For 
. a.s the price, required to attract purchasers for 

Supply Price. x e ii i 

any given amount of a commodity, was called 
the Demand price for that amoimt ; so the price required to 
"call forth the exertion necessai-y for producing any given 
amount of a commodity, may be called the Supply price for 


Books 111 and 
IV lead up to 
Book V. 


that labour. In Book Y, we shall add up the 
supply prices of all the difierent things needed 
to make a commodity, and call the sum of them 


the supply price of that commodity. Then wo shall set 


agidhst this the corresponding demand price for it; and we 
shall see how the relations between the two govern value. 


I See above p. 4y. 


* See p. Yt. 
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CHAPTER II. 

THE FERTILlXy OF LAND. 

§ 1. The agents of production, other than 
described as land and capital : those material 
things which owe their usefulness to human 
labour being classed under c.->pital, and those 
nothing to it being classed as land. The distinction is (>b- 
viou&ly a loose one : for bricks ai-e but pieces of earth slightly 
worked up; and the soil of old settled countries has for^tlie 
greater part been worked over many times by man, and owes 
to him its present form. There is however a scienti£o prin- 
cijjle underlying Jtlie distinction. While man has no power"*" 
of creating matter, ho creates utilities by putting tiling igto 
a useful forinj ; and the utilities made by him can bo ST 
creased in supply if there is an increased demand for thein ; 
they have a supply price. Rut there are other utilities over 
the supply of which he has no control ; they are given a^ a 
fixed quantity by nature and have therefore no supply pfice. 
The term “ land ” has been extended by economists so as to 
include the permanent sources of these utilities' ; wliether they 
a^e^ouhd in lanH, as the term is commonly used^ or in s^aT 
an^ri vers, in sunshine and r.ain, in wind^^d waterf alls. '' 
When we have inquired what it is that marks off land 
from those material things which we regard os produuta 

• 

1 See Book n. Chapter ui. 

s In Bicardo’s famous phrase original and IndestraeliblB pova^ o| 
the soil" 


labour, ^.ra 

Land. 

which owe 
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of the land, we "shall find that the fundamental attribute of 
land is its extension. The right to use a certain area of the 
earth's surface is a primary condition of anything thatjnmn 
<Sn~3b"j~ir gwe^TriivT fo5iir~fofrlu^bwn a ctions , witl i the 
elyoymeiit oFtlie li eat a nd the. litth t, Jhe ah' and th e rain 
■wHch nature assigns to that ar ea : and it determines his. 
distance from, aiid in a great nieasure„his. relations to, other 
fl^gs and other persons. 

^ome parts of the earth’s surface contribute to production 
chiefly by the sei'vice.s whicli they render to the navigator ; 
others dre chiefly of value to the miner; others — though this 
selection is made by man rather than by nature — to the 
builder. But when the protlu ctiveness of la nd is spoken of 
our first thoughts turn to its agricultural use. 

§'2. To the agriculturist an area of land is the means of 
supporting a certain amount of vegetable, and perhaps ulti- 
mately of animal life. He can by sutlicient labour 
of alterfn^tlie make ahnoist any land bear large crops. He can 
the prepare the soil mechanically and chemically for 

• whatever crops he intends to grow next. He 

can adapt his crops to the nature of the soil and to one 
another; selecting such a rotation that each will leave the 
land in such a state, and at such a time of year, that it can be 
worked up easily and without loss of time into a suitable seed 
bed for the coming crop. He can even permanently alter 
the».nature of the soil by draining it, or by mixing with it 
other soil that will supplement its deficiencies'. 

r Uecliaiiically, the suU must be so for yielding that the fine roots of plants 
can push their way freely in it ; and yet it must he firm enough to give them a 
good hold. The action of fresh air and water and of frosts are nature’s tillage 
of tlie soil ; hut mai; gives gi-eat aid in this mechanical preparation of the soil. 
The chief pm-pose of his tillage is to enable the soil to hold idaut roots gently 
hut firmly, and to enable the air and water to move about freely in it. Even 
when he manures the ground ,lic lias this mechanical preparation in view. 
For farmyard manure heuefits clay soils by subdividiug them and making 
them lighter and more open, no less than by enriching them chemically ; while 
to sandy soils it gives a much needed firmness of texture, and helps qiem, 
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The greater part of the soil in old countries owes much of 
its character to human action ; all that lies just below the 
surface has in it a large element of capital, tlie produce of 
man’s past labour : the inherent properties of the soil, the free 
gifts of nature, have been largely modified ; partly robbed and 
partly added to by the work of many generations of men. 

But it is difiereut with that which is above the surface. 
Every acre has given to it by nature an annual income of 
heat and light, of air and moisture ; and over these man'has 
but little control. Hu may indeed alter the climate a little 
by extensive drainage works or by planting forests, or cutting 
them down. But, on the whole, the action of the sun and 
the wind and tlie rain are an annuity fixed by nature for each 
plot of land. Ownership of the land gives piissigsion of this 
annuity : and it also gives the space i-cquired for the life and 
Setion of vegetables and animals ; tlie value of this space 
being much afl'ected by its geographical positio n. 

Wo may Ihea continue to use the ordinary distimftion 
between the original or inherent properties, original and 
which the land derives from nature, and the artiftciai pro- • 
artificial properties which it owes to human 
action ; provided we remember that the first include the 
space-relations of the plot in question, and the annuity that 
nature has given it of sunlight and air and rain ; and that in 
many cases these are the chief of the inherent properties of 
the soil. Tt is chiefly from them that the ownership of 
agricultural land derives its peculiar significance, and the 
theory of its rent a special character. But the question how 
far the fertility of any soil is due to the original properties 
given to it by nature, and how far to tlie changes in it mode 

• 

mechanically as well as chemically, to hohl the iiuitci’ialB uf plant foocl which 
would otherwise bo tiuickly washed out of them. 

Chemically the soil must have the inorganic elements that the 2)lant wants 
in a foiin palatable to it, and sometimes man cun turn a barren into a very 
fertile soil by adding a small quantity of just those things that are needed. 
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by man, caiftjpt^e fully discussed without taking account of 
the kind of })(oduc6 raised from it. 

For human 'a'^noy can do much inoi'^ to promote the 
growth of some crops than of others. At one end of the 
scale are forest trees j an oak well planted and with plenty 
of room has very little to gain from man’s aid ; there is no 
way of applying labour to it so as to obtain any considerable 
return; and nearly the same may be said of the grass on some 
rich river bottoms which are endowed with a rich soil and 
good natur.al drainage. Next comes land which, though not 
quite so rich, is still kept in permanent pasture; and after 
this comes arable land on which man does not trust to nature’s 
sowing, but prepares for each crop a seed bed to suit its 
special wants. Lastly, the kinds of produce which owe most 
to man’s labour and care are the choicer kinds of fruits, 
flowers and vegetables, and of animals, particularly those 
which are used for improving their own breeds. For while 
nature left to herself would select those that are best able 
to take care of themselves and their offspring, man selects 
'those w/ncfi wii’f provufe him most quickfy with the fargest 
supplies of the things he most wants ; and many of the 
choicest products could not hold their own at all withou^ 
his care. 

Thu.s various then are the parts which man play.s in aiding 
nature to raise the different kind.s of agricultural produce. 
In each case he works on till the extra return got by e:ttra 
capital and labour has so far ifiminishetl that it will no 
longer remunerate him for applying them. Where this limit 
is soon i-eached ho leaves nature to do nearly all the work; 
where liis share in the production has been great, it is 
because he has 'oeen able to work far without reaching this 
limit. We are thus brought to consider the law of diminishing 
return. 
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THE GBOWTH OF POPULATION. 

§ 1. ]Man is tlie chief means of the production of that 
wealtii of whiuli he is himself the ultimate aim ; and it sehms 
best to make at this stage some study of the growth of popu- 
lation in numbers, in strength and in character. 

In the animal and vegetable world the growth of num- 
bers is governed simply by the teudeney of individuals to 
propagate their species on the one hand, and on the other 
hand by the struggle for life which thins out vast numbers 
of the young before they an-ive at maturity. In the human* 
race alone the conflict of these two opposing forces is com- 
plicated by tlie influences of f(»rethought and self-controf, of 
prudence and a sense of duty. 

The study of the growth of population is often spoken of * 
as though it were a modern one j but in a more or less va^ue 
forai it has occupieil the attention of thoughtful iiieii in all 
ages of the world. Wo may however confine ourselves here to 
some account of its ino.st famous .student, ]M.T,lthu.s, whose 
Essay Oil llis <;/' rujinhUluii is the starting point of 

all modern spt'culations on tlie .subject'. ^ 

His reasoning cjiusi.sts of three parts which must be kept 

distinct. The first relates to the supply of labour. , 

, - - rr .1 Malthas. 

By a careful study of facts he pixtves that every 
people of whose history we have a tnistworthy record, has 
been so prolific that the grewtli of its nuin^i's would Imve 
been rapid and continuous if it liiul not been' checked either 

> First edition 1798 : he published a innch pniarged and improved edition - 
in 1803. The histoiy of tlie Doctrine of Fopuliitioii, and of its connection with 
the practical needs of different nations at different times, is sketched in Prin- 
ciples, IV. in. 1, 2. 
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by a scarcity of the necessaries of life, or some other cause, 
that is, by dise.ase, by war, by infanticide, or lastly by volun- 
tary restraint. 

His second po-sition relates tt) the demand for labour. 
Like the first it is supported by facts, but by a difierent set 
of facts. He sliows that up to the time at which he wrote 
no country (as distinguished from a citj', such ns Rome or 
Vejiice,) had been able to obtain an abundant supply of the 
necessaries of life after its territory had become very thickly 
peopled. The produce which Nature returns to the work of 
man is her efiective demand for population : and he shows 
that up to this time a rapid inci-ease in population, when 
already thick, h.ad not led to a ju-oportionate increa.se in this 
demand. 

Thirdly, he draws the conclusion that what had been in 
the past, wa.s likely to be in the future ; and that the growth 
of .population would be checked by poverty or some other 
cause of suffering, unless it were checked by voluntarj’ re- 
stmiut. He therefore ui'ges people to use this restraint, and, 
while leading lives of moral purity, to alxstain in>m very early 
marriages. 

The changes which the couree of events has introduced 
into the doctrine of population relate chiefly to the second and 
third steps of his reasoning. "W e have already noticed that the 
English economists of the earlier half of this century overrated 
thS tendency of an increasing population to press upon the 
means of subsistence. It was indeed not their f.ault that they 
could not foresee the vast developments of steam transport by 
land and by sea, which liave enabled Englishmen of the present 
generation to obtain the products of the richest lands of the 
earth at compafatively small cost. - But the fact that IVIalthus 
did not foresee these changes makes the second and third steps 
of his argument antiquated in form; though they are still 
in a great measure valid in substance. We may then proeqg^ 
to state the doctrine of population in its modern form. 
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§ 2. The growtli in numbers of a people depends firstly 
on the “natural increase,” that is, the excess of Natural in- 
their births over their deaths ; and secondly on 
migration. 


The number of births depends chiefly on liabits relating 
to marriage, l^he ago of marriage varies with the climate, 
being earlier in tvann climates than in cold; but in every case 
the longer marriages are postponed beyond the age that is 
natural to the climate, the smaller is the birth-rate. (riVen 
the climate, the aveivige age of marriage depends affect 

chiefly on the ease with which young people can ing the age of 
establish tliemselves, and sujipoit a family accord- 
ing to the standard of comfort that prevails among their 
friends and acquaintances ; and therefore it is different in 
difl'erent stations of life. 

In the middle classes a man’s income seldom reaches its 
maximum till he is forty or lifty years old; and 
the expense of bringing up his .%hiidren is heavy different * 
and lusts for many years. The artisan earns 
nearly as much at twenty-one as he ever does, unless he rises* 
to a responsible post, but he does not earn much before he i.s 
twenty-one; his childivn are likely to be a considerable ex- 
peirse to him till about the age of fifteen ; unless they are 
sent into a factory, whore they may pay their way at a very 
early age; and lastly the unskilled labourer earns nearly full 
wages at eighteen, while his children begin to pay their awn 
expenses \eiy early. In consequence, the average age at 
marriage is highest among the midtlle classes : it is low 
among the artisans and lower .still among the unskilled 
labourers. 

Unskilled labourers, when not .so j)oor a.s»to suffer actual 
want and not restrained by any external cause, have seldom, 
if ever, shown a lower power of increase than that of doubling 
ill thirty years; that is, of multiplying a million-fold in six 
hundred yearn, a billion-fold in twelve hundred : and hence it 
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might be inferred a priori that their increase has never gone 
on without restraint for any considerable time. This in- 
ference is confiimed by the teaching of all history. Through- 
out Europe during the Middle Ages, and in some parts of 
it even up to the present time, unmarried labourers have 
usually slept in the farm-house or with their parents ; while a 
Hindrances to married pair have generally required a house for 
early marri- themselves: when a village has as many hands 
a^rurai***°" as it can well employ, the number of houses is not 
districts. increased, and young people wait as best they can. 
There are many parts of Europe even now in which custom, 
exercising almost the force of law, prevents more than one son 
in each family from marrying; he is generally the eldest, but 
in some places the younge.st: if any other son marries, he 
must leave the village. When great material prosperity, and 
the absence of all extreme poverty are found in old-fashioned 
corjiers of the Old World, the explanation generally lies in 
some such custom as this with all its evils and hardships. 

§ .3. In this respect the position of the hired agricultural 
j ^ ^ labourer has changed very much. The towns are 

petsant now always open to him and his children; and if 

properties. betakes himself to the New World he is likely 

to succeed better tliarr any other class of emigrants. But the 
gradual rise in the value of latrd and its growing .scarcity are 
tending to check the increase of population in some districts 
in ■which the system of pea.sant pioperties prevails ; especially 
those in which there i.s not much ertterprise for opening out 
new trades or fur eriiigratiori, and parents feel that the social 
position of their children will depend on the amount of their 
land. 

On the other hand there seem to be no conditions more 
favourable to the rapid growth of numbers than those of the 
ngiicultural districts of -new countries. Land is to be had 
in abundance, railways and steamships carry away the produce 
of the land ; and they bring back in exchange implements of 
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advanced types, and many of the comforts and luxuries of life. 
The “farmer,” as the peasant proprietor is called iii America, 
finds therefore that a large family is not a burden, but an 
assistance to him. He and they live healthy out-of-door lives; 
there is nothing to check, hut everything to stimulate the 
growth of number’s. The natural increase is aided by immi- 
gration j and thus, in spite of the fact that some classes of the 
inhabitants of large cities in America ai’e, it is said, reluctant 
to have many children, the population has increased sixteen- 
fold in the last hundred year-s. 

§ 4. The growth of population iit England has a more 
clearly defined history thair that in the United Population in 
Kingdom, anil we hliall find some interest in England, 
noticing its chief movements. 

The restraints on the incr’ease of numbers during the 
Middle Ages were tire .same in England as else- Rj^trainta 
whore. In England as elsewhere the religious during Middle 
order’s were a refuge to those for whom no e.stab- 
lishnient in marriage could he pi’ovided; and I’eligious celilracy 
while undoubtedly acting in some measure as an independerrb * 
check on the growth of jiopulation, is iir the main to,be 
I’egar’ded rather as a methcKl in which the br’oad natural 
forces tending to I’estrain population expre-ssed thernselve.s, 
than as an addition to theui. Infectious and contagious 
diseases, both endemic and epidemic, were caused by dii’ty 
habits of life, Mhich were even wome in England than in4ho 
South of Europe; and famines were caused by the failures of 
good harvests and the difficulties of communication, though 
this evil was less in England than elsewhere. Country life 
was, as elsewhere, rigid in its habits ; young people found it 
difficult to establish themselves until some other married pair 
had passed from the scene and made a vacancy in their own 
parish ; for, though artisaias and domestic retainers moved 
about a good deal, migi’ation was seldom thought of by an 
agricultural labourer. 
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In the latter half of the seventeenth and the fii'st half of 
Seventeenth eighteenth century the central government 

and eighteenth exerted itself to hinder the adjustment of the 
centuries. supply of population in different parts of the 
countiy to the demand for it by Settlement Laws, which 
mode any one chargeable to a parish who had resided there 
forty days, but ordered that he might be sent home by force 
at any time within that peritsl. Landloids and farmers were 
so eager to prevent people from getting a “settlement” in 
their parish tliat they put great difficultip.s in the way of 
building cottages, and sometimes oven razed them to the 
gi-ound. In consequence the agi-icultural population of Eng- 
land was stationary during the hundred years ending with 
1760; while the manufactures wei’e not yet sufficiently 
developed to absoi-b large numbem. This retardation in the 
growth of numbers was partly caused by, and partly a cause 
of, a i'i.se in the standaisl of li\ing: a chief element of whidi 
was an increased use of wheat in the place f)f infei-ior grains 
as the food of the common people. 

Fi'om 1760 onwards those who could not establish them- 
selves at home found little difficulty in getting employment 
in the iiew manufacturing or mining di.stricts, where the 
demand for workers often kept the local authorities fium 
enforcing the removal clauses of the Settlement Act. To 
these districts young people resoried freely, and the birth- 
rate in them became exceptionally high; but so did the death- 
rate also; the net result being a fairly i-apid growth of popu- 
lation. At the end of the centuiy, when Malthus wrote his 
]5ssay, the Poor Law again began to influence the age of mar- 
riage, but this time in the direction of making it unduly early. 
The nine- sufferings of the working classes caused by a 

teenth cen- .series of famines and by the French War mode 
some measure of relief necessary ; and the need of 
large bodies of recreits for the army and navy was an ad- 
ditional inducement to tender-hearted people to be somewhat 
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liberal in their allowances to a large family, with the practical 
effect of making the father of many children often able to 
piocure more indulgences for himself without working than 
he could have got by hard work if he had been unmarried or 
had only a small family. Those who availed themselves most 
of this bounty, were naturidly the laziest and meanest of the 
people, those with least self-i'e.spect and enterprise. So al- 
though there was in the manufacturing towns a fearfjil 
mortality, particularly of infants, the quantity of the people 
increased fast; but its quality improved little, if at all, till 
the passing of the New Poor Law in 1834. Since that 
time the rapid growth of the towji population has, ns we shall 
see in the next Chapter, tended to increase mortality ; but 
this has been counleTvicled by the ginjwth of temperance, of 
medical knowledge, of sanitathm and of general cleanUness. 
Emigration has increasisl, tho age of marriage has been 
slightly raised, and a somewhat le.ss pi’oportion of the whqje 
population are married; but, on the other hand, the ratio of 
births to a marriage has risen; tho net result being that popu- 
lation has grown nearly .stoiidily, 

g 5. Early in last century, when wages were low and wheat 

wa.s dear, the working chmses generally spent „ ^ 

* , ® ./IT Modern causes 

more than half their income onbiTad: and con- afTecting m»r- 
sequently a rise in the price of wheat diminished 
marriages very much among them s that is, it dimintshed very 
much tho number of niitiTiages by Isinns. Put it raised tHb 
income of many members of thi! well-to-do classes, and there- 
fore often increased the number of marriages by license. Since 
however these were but a ‘small part of the whole, the net 
effect was to lower the marriage-rate. But as time went on, 
the price of wheat fell and wages rose, till now the working 
classes spend on the average le.ss than a quarter of their in- 
comes on bread ; and in consequence' the chief influence on 
the marriage-rate is exercised, not by the price of wheat, but 
by variations of commercial prosperity. 
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Since 1873 though the avenigo real income of the popular- 
tion of England has indeed been increasing, its rate of in- 
crease lias been less than in the preceding years. But 
meanwhile there has been a great fall of prices, and con- 
sequently a great fall in tlie money-incomes of many classes 
of society; and people are governed in their calculations as 
to whether they can affoixl to marry or not, more by the 
inpney ineuine which they expect to be able to get, than by 
elaborate calculations of changes in its purchasing power. 
The standard of living therefore among the working classes 
has been rising rapidly, pcrh-ips more rapidly than at any 
other time in Engli.sh history : their household expenditure 
measured in money has remained about stationary, and 
measui'ed in goods has increased very fast*. 

1 The iiini'riivf'c riitr is non' m'knmsl as llir niiiniH'r ot iiersons who nrn 
married (not llio nuni1i< r of iiinrriaKCS wliirli tnlvi’ iJnec) for every thousand of 
tlio iiopiilation. It n as ] 7'fi in 187.t ; it fell to 1 1'2 in lfi8G , rose to 16'5 in 
18.10 ; and in 1905 it was IS'!!. Coiiiimriiig the hahits of different nationa wo 
iiiid tliat in tlic Teutonic countries of Central and Nortlicrn Europe, the age 
of marriage is kept late, partly in couscipieucc of the early years of manhood 
heing spent in the army. In Eranrc, contrary to general ophiion, early 
marriages on tlie {lart of men arc not rare; wJiile on the p.lrt of women tliey 
arc more common than in any country for which wc have statistics, except 
the Sciavonic countries, where they arc much the highest. In the United 
Kingdom and America there is no comiraisory service, and men marry early. 
Tlie marriage-rate, the hirtli-rato and the death-rate are diminishing in 
almost erury country. But the general mortality is high where the hirth-ratu 
is Ingli, For instanec, botli are high in Sclavonic countries, and hoth are low 
in Ihc North of Europe. The death-rates are low in Australasia, and the 
“4mliiriil ’’ increase there is fairly high, though the birth-rate is low and 
f.ilUiig fust. 
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CHAPTER V. 

THE HEALTH AND STllKNGTH OK THE POPULATION. 

§ 1. "We have next to con.«!ider the conditions on which 
depend health and strength, physical, inontiil and 
moral. They are the hiisLs of indu.strial effici- induBtrial effl- 
ency, on which the pi'oduction of material wealth 
depends ; while on the other hand the chief importance of 
materijil wealth lie.s in the fact that, when wisely used, it 
increases the liealtli and strength, pliysical, mental and moral 
of the human I'acc, * 

In many occupations industrial efficiency requires little elsh 
than physical vigour ; that is, mu.scidar strength, physical 
a good constitution, and energetic haljit.s. In strength. ^ 
estimating muscular, or indeed any other kind of strength for 
industrial purposes, wo must take account of the number of 
hours in the day, of (.lie nuinl«-r of days in the year, and the 
number of years in the lifetime, dui’ing which it can be 
exei’ted. But with this 2 'ree;iuliou wo can measure a maiij^ 
mmseular exertion hy the iiuiiiIhm' of feet thitiugh which his 
work would raise a juuind weight, if it were aiqjlied directly to 
this use; or in other woixls hy the number of “foot pounds” 
of work that he does '. 

• 

1 Tliis measure cnii l>e aiiplicd directly to most kinds of navvies' and porters’ 
workf and indirectly to many kinds of agricultural work. In a controversy 
that was waged after the great agricultural lock-r^it as to the relative efficiency 
of unskilled labour in the South and North of England, the most trnstwortliy 
measure was found in the number of tons of material that a man would load 
into a cart in a day. ' 
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In backward countries, particularly vhere there is not 
much use of horses or other draught animals, a great part of 
men’s and women’s work may bo measured fairly well by the 
muscular exertion involved in it. But in England less than 
one-sixth of the industrial cla.sse.s arc now engaged on work 
of this kind ; while the foi-ce exerted by stesim-engines alone 
is inoi'e than twenty times as much as could be done by the 
inuscles of all Englishmen. 

Although the power of sustaining great muscular exertion 
General seems to rest on constitutional strength and other 
vigour. physical conditiom?, yet even it depends also on 
force of will, and strength of chanicter. (pnergy of this hind, 
which may jierhaps bo taken to be the strength of the man, as 
distinguished from that of his bod^’, is moral nither than 
physical; but yet it depends on the physical condition of 
nervous strength'. This strength of the man himself, this 
rfsolution, energy and self-mastery, or in short this “ vigour’’ 
is the source of all progress ; ' jit s ho\ys itself in great deeds, in 
great thoughts and in the capacity for true religious feeling. 

§ 2 . In discussing the growth of numbers a little has 
’pjeen said incidentally of the causes which determine length 
of life ; but they are in the main the same as tho.se wliicli 
determine constitutional strength and vigour, and they will 
occupy our attention again in the present chapter. 

The first of these causes is the climate. A warm climate 
Influence of is not altogether hostile to high intellectual and 
climate. artistic work : but it prevents pef>ple from being 
able to endure very harel exertion of any kind continued for 
a long time''’ 

Climate has also a large share in determining the neces- 
The necessa- Series of life; the first of which is food. Food must 
rieaofiife. supply the nitrogenous and other elements that 


1 This must be distingnislied from iiervousuess, which, as a rule, indicates 
a general deficiency of nervous strength; though sometimes it proceeds from 
uervoos irritability or want of balance. 
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are required to build up gi-owiiig tissues and to repair the 
waste of tlio l)ody. It must also afford heat, some of which 
can bo converted into muscular force ; and for this purpose 
ctirbonaceous food, uhen it Ciui be 2)i’(ji)i“rly digested, is the 
cheapest'. ISIuch also dcpmids on the propei' preparation of 
food, and a skilled housewife with ten shillings a weeh to 
spend on food will often do more for the health and strength 
of her family than an unskilled one with twenty. The gteat 
infant mortality among the poor is largely due to the wauf of 
care and judgment in pi-eparing their fr)od ; and those who do 
not entircly succumb to this want of motherly care often grow 
up with enfeebled constitutions. Even in London in the 
seventeenth and eighteenth centuries the mortality was eight 
per cent, greater when corn was dear than when it was cheap : 
and though the increase of uealth and of charity and the 
constant supply of cheap foivign corn has caused the worst 
effects of hunger to cease, yet the want of fitting food is ^till 
a frequent cause of that general weakening of the system 
whic kj-enders it u nable to resist disease. 

"NVe have already seen that the necessaries for efiBlciency 
vary with the nature of the work to be done, but we must 
now e.vamine this subject a little more closely. * 

As regards muscular work in particular, theio is a clo,se 
connection between the sujqdy of food that a man has, iiud 
his available strength. If the work is intermittent, as that 
of some dock labourers, a cheap but nutritious grain die^ is 
sufliciejit. J3ut for ^ery heavy continuous strain, such a^ is 
involved in puddlers’ and the haidest navvies’ other matoriai 
work, food is required which can be digested and necessaries, 
assimilated oven when the Ixxly is tired. This quality is atUl 
more essential^in the food of the higher gsades of labour 
which involve inci’eased nervous strain, though the quantity 
requii'ed is generally small. 

t The nitrogenous elements are most easily got from animal food. They 
exist also in vegetable foods ; but not in a form that is so easily digested. 

M. 5 



114 BOOK IV. Oil. V. §§ 2 — 4. 

After food, the next necessaries of life and labour, are 
clothing, house-room and firing ; when they are deficient, the 
mind becomes torpid, and ultimately the physical constitution 
is undennined. 

g 3. Next come three closely allied conditions of vigour, 
Hope, freedo'iti^ hopefulness, freedom, and change. All 

and change. Iffstory is full of the record of inefficiency caused 
in varying degrees Ijy slavery, serfdom, and other fonns of 
civil and political oppression and repression. Freedom and 
hope increase not only man’s willingness Init also his power 
for work ; physiologists tell us that a given e.vcrtion consumo.s 
less of the store of nervous energy if done under the stimulus 
of pleasure than of pain : and without hope there is no enter- 
prise. Security of person and property are two conditions of 
this hopefulness and freedom; but security always involves 
restraints on fi'oedom, and it is one of the most difficult proli- 
lems of civilization to discover how to obtain the security, 
which is a condition of frocdoni, without too great a sacrifice 
of frocdoni itself. 

Changes of work, of scene, and of personal associations 
bringaiow thoughts, call attention to the impeifoctions of old_ 
methods, stimulate a “divine discontent,” and in every Wny 
develop creative energy. A shifting of places enables the 
more powoi'ful and original minds to find full scope for their 
energies and to rise to important positions : whereas those who 
st; y at home are often over niiicli kept in their plncc.s. Few 
men arc prophets in their own laud ; neighbours and relations 
are generally the last to paixlon the faults and to rccoguizo 
the merits of those who are less docile and more enterprising 
than those around them. It is doubtless chiefly for this reason 
that in almost every part of England a disproportionately 
large sh.are of the best energy and enterprise is to be found 
among those who wore born elsewhere. 

Freedom so far has been regarded as freedom from ex- 
ternal bunds. But that higher freedom, which comes-j^ self- 
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mustery. i s an even inure important condition for the highest 
work. The elevation of the ideals of life on which this de- 
pends, is due on the one side to political and economic causes, 
and on the other to personal and religious influences ; among 
which the influence of the mother in early childhood is 
supremo. 

g 4 . Bodily and mental health and strength are much 
influenced by occupation'. At the beginning of influence of 
this century tlie condition-s of factory work were occupatifln. 
neodle.ssly unhealthy and oi>pressivo for all, and especially for 
young children. But Factory and Education Acts have re- 
moved the wonst of tho.se evils from factories ; though many 
of them still linger about dome.stic industries and the smaller 
workshops. Infant mortality also is diminishing, though there 
remains much room for imjn-ovoment in this direction. 

The higher wages, the greater intelligence, and the better 
medical facilities of townspeople should cause infant mortality 
to be much lowei' among them than in the country. But it 
is generally higher, especially where there are many mothers 
who ni'gh'ct their family duties in oi-der to earn money • 
wanes. 

In almost all countries thei-e is a constant migration 

towanis th(' towns. The large towns and espn- 

” ^ Town life, 

cially London ab-sorb the vciy best blood fimn 

all the 1'1‘st of England; the. most entei’prising, the most 
highly gifted, those with the highest phynique and the strongpst 
characters go there to liiid .sco2>e for their abilities. But by 
the time their children and children’s children have grown up 

^ The rate of mortality is low among ministers of religion and school- 
masters ; among the agi-icultural clnssei,, and in some other industries such os 
those of w'heelwnghts, Bhipwi-ights and coal-miners. It isdiigh hi lead and tin 
muling, in ille-inakiiig and eartlienwara manufacture. Bat neither these nor 
any other regulir trade show as high a rate of mortality as is found among 
London general Inhonrers and costermongers ; iwhile the highest of all is that 
of servants in inns. Such occupations are not dh-ecUy injnrions to health, 
hut they attract those wdio are weak in physique and in character and they 
encourage irregular habits. 
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without healthy })lay, and without fi-esh aii-, there is little 
trace left of their original vigour'. 

There is perhaps no better use of public and private 
money than in providing public parks and playgrounds in 
large cities, in contracting with railways to increa.se the 
number of the workmen’s trains nin by them, and in helping 
those of the working classes who are willing to leave the 
large towns to do so, and to take their industries with them; 
while money spent on reducing the cost of living in large 
towns by building workmen's houses at a lo.ss or in other 
■ways, is likely to dt) aliiio.st jus much hanii as good, and some- 
times even more. If the numliei's of the working classes in 
the large towns are reduced to those who.se work must bo 
carried on there, the sc;ircity of their labour will enable them 
to command high wages ; and therefore if sanitary laws and 
rules against overcrowding are rigidly enforced, and space, 
enough is secured to provide opportunities of healthy play 
for' their children, those who live in large towns will have a 
better chance of leaving a healthy progeny behind them ; and 
meanwhile some check will Ije given to the migration from 
the countiy to the towns. 

§ 3. In the earlier stiiges of civilization natural selection 
and competition made it the rule that those, who were strongest 
and most vigorous, left the largest progeny behind them. It 
is to this cause, more than any other, that the pi'ogress of the 


' Tills is sc'CMi even ill tr.ules that rriinire hut little iiiiisealnr stiviigth; 
only a very hinnll proiiortimi of those artisans to whom Lomloii owes its iire- 
eminciicc as a centre of highly skilled work como from X’areuta who were born 
there ; and there are scarcely any whose graudxwrents were bom there. 

The death-rate of large tonus gives no just indication of their effect on the 
health and vigour of the x’eoxile ; chiefly beciiuse many of tlie town influences 
nliich lower vigour do not axipreciably affect mortality. Other reasons are 
that tlic immigrants into towns are generally xiiekcd lives and in the full 
strengtli of youth; and that yonng x)oox)le whose x>arunts live in the eomitry 
generally go home to die. Thu mortality of females in Iiundon between tlie 
ages of fifteen and tbirty-flve is for tins reason abnormally low. 



THE HEAT^PH AND STRENGTH OF THE POPUI-ATION. 117 

human race, as of all other fonus of life, is due; and though 

in the later stiiges of civilization the upper 

classes have commonly mari-ied late, and in con- dencytowced 

sequence have had fewer children than the weak 

^ ^ and cause the 

working classes, this has been compensated strong to sur- 

for by the fact that among the working classes 
themselves the old rule has held ; and the vigour of the 
nation that is tending to be damped out among the upper 
classes is thus replenislu'd by the fresh stream of sti'ergth 
that is constantly welling up from Ih-Iow. Hut in Hranee for 
a long time, recently in Ameriea, and to a less extent in 
Kngland, there has been some tendency iov the abler and 
more intelligent jiart of the wrirking class population to 
avoid having largi' faniilic's ; and this is a source of great 
danger. 

'I’liero are iuei'casing reasons for fearing, that though the 
pivigress of medical science and sanitation is coun- 

saving fnim death a continually increasing number teracted 
of the children of those who aixs feeble physically 
and mentally; yet meanwhile those who are strong, are tending 
to defer their marriages and in other ways to limit the number 
of children whom they h-avc behind them. The cau.ses are paAly 
selfish and partly un.sellish; and the formei- probably do less 
harm than t.lie latter; for perhajis it is best for the world that 
liai-d and frivolous jicople should leave but few descendants 
of their own tyi)e. JJut .some people marry late, and hjj,ve 
few cliildis'ii, in conseciucnce of a desire to seciu’e as good a 
social po.sition as possible for tliem.selves and their cliildn^n. 
This de.sire contains jiiany elements that fall short of the 
highest ideals of human aims, and in some cases, a few that 
are distinctly base; hut after all it has been.one of the chief 
factors of progi'ess, and those who ai’P affected by it include 
many of the best and .strongest of the race. Such pereoiLS, 
having a high sense of duly, aiss .S2)ecially lik(‘ly to he in- 
fluenced by the doctrim* that lai'ge families are injurious to 
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the world and that they can do Letter for a small than for a 
large family 

There are other considerations of which account ought to 
Practical con- be taken; but so far as the points discussed in 
ciuaion. gjjapter are concerned, it seems primd Jhcie 

iidvisable that people should not bring children into the world, 
till they can see their way to giving them at least as good an 
education both physical and inenbil as they themselves had; 
and that it is best to marry mmlerately early provided there 
is sufficient self-control to keep the family ithin the requisite 
bounds without transgi'cssiiig moral laws. The general adop- 
tion of these principles of action, combined with an adequate 
provision of fresh air and of healthy play for our town 
populations, could harilly fail to cause the strength and vigour 
of the race to impi-ovo. And we .shall presently tind reasons 
foi' believing that if the strength and vigour of the race 
improves, the increase of numbers will not for a long time 
to come cause a diminution of tins average I'cal income of the 
jipople. 

Thus then the progress of knowledge, and in particular 
The forces of of medical science, the ever-growing activity and 
good and evil, .^visdom of Goveruiupiit in all matters I'olating to 
health, and the increase of material wealth, all tend to lps.sen 
mortality and to increase health and stiength, and to lengthen 
life. On the other hand, vitality is lowei'eil and the death- 
rate raised hy the I'apid increase of town life, and hy the 
tendency of tlie Ingher strains of the population to many 
latPi- and to have fewer children than the lower. Tf the 
former .set.of causes were alone in, action, but so regulated as 
to avoid the danger of over-population, it is probable that 
man would quickly rise to a physical and mental excelle.nce 
far superior to any that the world has yet known; while if 
the latter set acted unchecked, he would speedily degenerate. 
As it is, the two sets hold one another very nearly in balance, 
the former slightly preponderating. While the population 
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of England continues to increase, those who are out of health 
in body or mind are certainly not an increasing part of the 
whole ; and the rest are much better fed and clothed, and 
with a few exceptions are stronger than they were. 

It is sometimes urged that the death-rate in some large 
towns, and especially in London, is not as high as might have 
been anticipated if town life is really injurious to health and 
vigoui’. ]>ut this aigumeiit seems untrustworthy, partly 
because many of the town influences which low'er vigour, do 
not mueli afiect niortalitj' ; and partly because the majority of 
immigrants into the towns aixi in the full strength of youth, 
and of more than average energy and courage ; while young 
people whose parents live in the country generally go home 
when they become seriously ill. 

It is not to be concluded from this that the race is degene- 
rating ifliysically, nor even that its nervous strength is on the 
w hole decaying. On tlie contrary the opposite is plainly true 
of those boys and girls who are able to enter freely iiAo 
modern outdoor amusements, who frc'quently spend holidays 
in the country and whose food, clothing and medical care are 
abundant, and governed by the best modern knowledge. But 
until quite recently the children of the working classes m 
large towns have had a bad time : and it is doubtful whether 
the recent diminution of their hours of labour, the advances 
of sanitation and medical science, improvement of their food 
and clothing, of their education and eveir in some cases thq^r 
playgrounds quite make up for the evils inherent in town life'. 

1 Manchester and other very large towns are not now grow’hig as fast as 
they were doing earlier in tliis century. Not only are the centres of snch 
towns more and mora taken up hy warehouses and other buildings which are 
ocenpied in the day time by people who live in the snlyirbs; hut farther, 
the medium sized towns and spreading industrial districts are growing fast 
partly at the expense of very large town.s. Tliis rliungo seems likely to bo 
hastened ^the growing cheapness and efllmency of the electrical transmission 
of force.^ 
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CHAPTER VI. 

INnUSTRTAL TUAINING. 


§ 1. Having discussed the causes which govern tlie 
growtli of a numerous and vigoixjus population, we ha^•e next 
to consider tlic training that is required to develop its in- 
dustrial efticiency. 

Very backward races are unable to keep on at any kind 

. ... of work for a long time : and even the simplest 

Unskilled la- “ , . 

boOr a relative form of what we regard as un-skilled work is 

skilled work relatively to them ; for they have 
not the i-equisite assiduity, and they can acquire it only by a 
long course of ti'aining. But where education is universal, 
an occupation may faiiiy be classetl as unskilled, though it 
requires a knowledge of I’eading and writing. Again, in 
disti'icts in which manufactures have long been domiciU'd, a 
liabit of responsibility, of carefulness and promiititiule in 
handling expensive machineiy and materials becomes the 
common propeity of all; iind then much of the work of temding 
machinery is said to be entirely mechanical and unskilled, 
and to call forth no human faculty that is worthy of esteem. 
But in fact it is prehahle that not one-tenth of tho present 
populations of uthe world have the mental and moial faculties, 
the intelligence, and the self-eontiKl that are reiiuired foi it; 
porliaps not one lialf nmld he made to do the work well 
by steady training for two generations. Even of a manu- 
factui’ing population only a small part are capable of doing 
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many of tlio tasks that appear at first sight to be entirely 
monotonous. Machine-weaving, fetr in.stance, simple as it 
seems, is clivifled into higher and lower grades; and most of 
those who Avork in the lower gmdes have not “the stuff in 
them” that is required for weaA'ing with several colours. 
And the differences are even gi-esiter in indu.stries that deal 
with hard materials, Avood, metiil.s, or ceramics. 

iSome kinds of manual Avork rerjuire long-continued prac- 
tice ill one .set of operatioii.s, but these cases are not very 
common, and they are becoming rarer; for machinery is con- 
stantly taking over Avoi-k that i-equires manual skill of thi.s 
kind. Tt is indeed true that a general command over the 
use of one’s lingers is a A-eiy importiint element of industrial 
efficiency ; but this is the i-esult chiefly of iierA’Ous .strength, 
and self-mastery. It is of coui'se developed by training, but 
the greater jiart of this may l>e of a general character and 
not special to the particular occujjation ; just as a good 
ci'icketer soon learns to play tennis well, so a skilled artisan 
can often moA-e into other trades Avithout any great and 
lasting loss of efficiency. 

IM.anual .skill that is so specialized, as to be Avholly in- 
capable of being tran.sferred fisnii one occupation to anotlfer, 
is becoming steadily less and le.ss important. Putting aside 
for the pi'esont the faculties of aitLstie perception and aitistie 
creation, Ave may say that Avhat m.-ikes one occupation higher 
than another, Avhat makes the AA-oikore of one toAvn^or 
country more efllcient than those of another, is chiefly a 
supei-iority in general SJigacity and energy Avhich is not 
.specialized to any one trade. 

To be able to bear in minil many thiiAgs at a time, to 
haA’e eveiythiug I'cady Avhen AA’aiited, to acj; promptly and 
shoAV resource Avhen anything goes Avrong, to accommodate 
oneself quickly to changes in detiiils of the Avork done, to be 
steady and tru.stworthy, to liaA'e always a reseiwe of force 
which Avill come out in emergency, these are the qualities 
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which make a great industrial people. They are not peculiar 
to any occupation, but are wanted in all; and if they cannot 
always be easily transferred from one tiude to other kindred 
trades, the chief reason is that they require to be supple- 
mented by some knowledge of materials and familiarity witli 
.special processes. 

We may then use the term general ability to denote 
_ . ^ tho.se faculties and that general knowledge and 

General and ^ ® ° 

Specialized intelligence which are in varying degrees the 
ability. common property of all the higher grades of 

industry : while that manual dexterity and that acquaintance 
with particular materials and proceB.ses which are required for 
the special purposes of individual trades may be classed as 
specialized ability. 

§ 2. General ability depends largely on the surroundings 
Influence of cliildhood and youth. In this the first and far 
the home. the most powerful influence is that of the mother. 
Next comes the influence of the father, of other children, and 
in some cases of servants. As yearn pass on the child of tho 
, working man learns a great deal from what he sees and hears 
going on around him; and when we enquire into the ad- 
vantages for starting in life which children of the well-to-do 
classes have over those of artisans, and which these in their 
turn have over the children of unskilh'd labourers, we shall 
have to consider these influences of home more in detail. 
But at pre.sent we may pass to consider the more general in- 
fluences of school education. 

Little need be said of general education; though the in- 
fluence even of that on industrial efficiency is 
greater than it appears. It is true that the 
children of the .working classes must very often leave school, 
when they have but learnt the elements of reading, writing, 
arithmetic and drawing; and it is sometime.s argued that part 
of the little time .spent on these subjects would be better 
given to practical work. But the advance made duz’ing 
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school-time is important not so much on its own account, as 
for the power of future advance which a school education 
gives. Heading and writing afford the means of that wider 
intercourse which leads to breadth and elasticity of mind, 
and which is enabling the working man of to-day to be os 
capable a citizen as was the counti’y gentleman of last 
century’. 

§ .S. Technical education used to mean little moi-e than 
imparting that manual dexterity and that ele- Technical* 
mentary knowledge of machinery and processes, education, 
which an intelligent lad quickly picks up for himself when his 
work has begun; though if he has learnt it beforehand, he can 
perhaps earn a few shillings more at starting than if he had been 
quite ignorant. But such so-called education does not develop 
faculties; it rather hinders them fixim being developed. A lad, 
who has picked up the knowledge for himself, has educated 
himself by so doing; and he is likely to make better progress 
in the future than one who has been taught in a school of tMs 
old-fashioned kind. Technical education is however outgrowing 
its mistakes ; and is aiming, firstly, at giving a general com- 
mand over the use of eyes and fingens" (though there are signs 
that this work is being taken over by general education, ^o 

’ It is true that leaniiiig to s]icU does not educate the faculties to aiij con- 
siderahle extent, and timt tlie time siwiit on it is ne.irlj wasted. If epeiluig 
and pronunciation could be brought into liarinon; in the English language, as 
they are in most other lauguagce, children would, it has been estimated, be 
able to read fluently a year earlier than they can now. * 

^ Acconling to the best Englisli opinions, technical edneation for the 
higher ranks of industry should keep the aim of develophig the faculties 
almost as constantly before it as general edneation does. It should rest on 
the same basis as a thorough general education, but should go on to work out 
in detail special branches of knowledge for the benefit of particular trades. 
Our aim sliould be to add tlie scientific training in which the countries of Western 
Europe are aliead of us to that daring and restless energy and those practical 
instincts, which seldom flourish unless the best years of youth are spent in 
the workshop ; recollectuig always that wlmtever a youth learns for himself 
by direct exxierience m well-conducted works, teaches him more and stimulates 
his mental activity more than if it were taught him by a master in a technical 
school with model instruments. 
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■which it jiroperly belongs) ; and secondly at imparting artistic 
skill and knowledge, and methods of investigation, which are 
useful in particular occupations, but are seldom properly 
acquired in the course of practical work. Every advance in 
the accuracy and versatility of automatic machinery narrows 
the range of manual work in which command over hand and 
eye is at a high premium. 

According to the best English opinions, technical education 

for the higher ranks of industry should keep the 

ofEngUsh aim of developing the faculties almost as con- 

education .stantlv before it as general education does. It 

reform. •' , , . 

should I'est on the same basi.s as a thorough 
general education, but should go on to work out in detail 
special branches of knowledge for the benefit of particular 
trades. Our aim should be to add the .scientific training in 
which the countries of Western Europe are .ahead of us to 
that daring and restless energy and tho.se practical instincts, 
wliiich seldom flourish unlcs.s the best years of youth are spent 
in the workshop. A substitute is however needed for the old 
apprenticeship system, which is not generally adapted to 
modern conditions, and has fallen into disuse. 

S 4. It i.s true that there are many kinds of work which 
can be done a.s efliciently liy an uiietlucated as by an educated 
... , . workman : and that the higher branches of edu- 

Indirect bene- ^ ^ ^ ° 

fits of a good cation ai'c of little direct use except to employer.s 
education. foriuncn and a comparatively small nuniher 

of artisans, ilut a good islucation confers great indirect bene- 
fits even on tlie ordinary workman. It stimulates his mental 
activity ; it fo.ster.s in liim a habit of wise inquisitiveness ; it 
makes liim nioi'o intelligent, more ready, more tru.stworthy in 
his oi’dinary w.ork ; it luisps the tone of his life in working 
hours and out of woiking houre ; it is thus an important 
means towards the production of material wealth ; at the .same 
time that, regarded as an end in itself, it is inferior to none of 
those which the production of material wealth can be made to 
.subserve. 
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Wc must however look in another direction for a part, 
perhap.s the greater part, of the immediate economic gain 
which the nation may derive from an improvement in the 
general and technical cduciition of the ma-ss of the people. 
We must look not so much at those who stay in the mnk and 
file of the working classes, as at those who rise from a humble 
birth to join the higher nuiks of .skilled artisans, to become 
foremen or employers, to advance the boundaries of science, or 
possibly to add to the national wealth in ai-t and literature. 

The laws which govern the birth of genius are inscrutable. 
It is probable that the pcreenlago of children of 
the working classes, who ai-e endowed u ith natural jnuch”atural 
abilities of the highest older, is not so great as ability runs to 
that of the children of people, who have attained 
or have inherited a higher po.sition in society. But since tho 
manual labour classes are four or five times as numerous as all 
other classes put together, it is not unlikely that more than 
half the best natural genius that is born into the country 
belongs to them ; and of this a great part is fruitless for want 
of opportunity. There is no extravagance more prejudicial to 
the growth of national wealth than that wasteful negligenpe 
which allows genius that happens to be born of lowly parent- 
age to c.xpend itself in lowly work, Xo change would conduce 
so much to a rapid increa.se of material wealth as an impixivc- 
ment in our schools, and especially those of the middle grades; 
provided it is combined with an c.xtcnsive system of schol*!- 
ships, which will enable the clover .son of a working man to 
rise gradually fi-om school to school till he had the best theo- 
retical and practical education which the age can give'. 

§ 5. Most parents are willing enough to do for their 
children what their own pai-ents did for theili ; and perhaps 
even to go a little beyond it, if they find themselves .among 

1 Tlio influence c.'fertud un imlioiial ]>ri>si>erity liy education iif all kinds 
general, technical and artistic, is now attracting increased attentiun, and 
England is setting herself tu I'roflt by the experiences uf other countries in 
this matter. 
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neighbours who happen to have a rather higher standard. 

But to do more than this requires, in addition 
parents'for the moral qualities of unselfishness and a 

education of -warmth of affection that are perhaps not rare, a 
certain habit of mind which is as yet not very 
common. It requires the habit of distinctly realizing the 
future, and of regaiding a disttint event as of nearly the same 
importance as if it were close at hand, — a habit which is at 
once a chief product and a chief cause of civilization, and is 
seldom fully developed except among the middle and upper 
classes of the more cultivated natioms. 

Mill was so much itnpre.sscd by the difficulties that beset a 
Industrial parent in the attempt to bring up his son to an 
grades. occupation widely different in character from his 
own, that he .said'; — “So complete, indeed, has hithei'to been 
the separation, so strongly inarted the line of demarcation, 
between the different grades of labourers, ns to be almost 
equivalent to an hereditary distinction of caste ; each employ- 
ment being chiefly recruited from the children of those already 
employed in it, or in employinents of the same rank with it 
in social estimation, or from the children of persons who, if 
oiiginally of a lower rank, have succeeded in raising them- 
selves by their oxertion.s. The liberal profes.sions are mostly 
supplied by the sons of either the professional or the idle 
classes : the more highly skilled manual employments are filled 
up from the sons of skilled artisans or the class of tradesmen 
who rank with them : the lower classes of .skilled employments 
are in a similar case ; and unskilled labourera, with occasional 
exceptions, remain from father to son in their pristine con- 
dition. Consequently the wages of each class have hitherto 
been regulated by the incre-iae of its own population, rather 
than that of the general population of the country.” 

But he goes on, “The changes, however, now so rapidly 
taking place in usages and ideas are undermining all these 
I Book u. ch. XIV. § 2. 
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distinctions;” and, since ho wi-ote, the bmid lines of division 
which ho pointed out have been almost obliterated 
by the rapid action of those cau.ses -which, as we Sveen grades 
saw earlier in the chapter, are reducing the 
amount of skill and ability required in some occu- 
pations and increasing it in others. Wo cannot any longer 
regai-d dilFcrcnt occupations as distributed among four great 
planes ; but wo may perhaps think of them as resembling a 
long flight of .steps of unequal breadth, some of them bcin^ so 
broad as to act as landing stiigos. Or even better still we 
might pictui’c to ourselves two flights of stairs, one represent- 
ing the “ hartl-hamled industries” and the other “the soft- 
handed industries beeau.se the veitical division between 
these two is in fact as broad and as clearly marked as the 
horizontal division between any two grades. 

But though psireuts generally Iniug up their children to 
occupations in their own griule, and therefore the provisional 
total supply of labour in any gnulc in one gene- conclusion.-' 
ration is in a great moasui'e determined by the numbers m 
that grade in tlio preceding generation, yet within the grade 
itself there is greater mobility. If the advantages of any one 
occupation in it rise above the avemgo, there is a quick influx 
of youth from other oecupations into the. grade. The vertical 
movement fi-om one grade to another is seldom very rapid or 
on a very lai’ge scale; but, when the advantages of a grade 
have risen relatively to the ditlieulty of the work i-cquirccisof 
it, m;iny small streams of labour, both youthful and iulult, 
will begin to flow towards it; and ibougb none of them may 
be very large, they will together have a sufficient volume to 
satisfy before long the inci'eased demand for labour in that 
grade. • 

We must defer to a later stage a fuller discussion of the 
obstacles which the conditions of any jdace and time oppose 
to the free mobility of labour, and also of the inducements 
which they offer to anyone to change his occupation or to 
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bring up las sou to an occupation different from his own. 
But we have seen enough to conclude that, other things being 
equal, an increase in the earnings that are to be got by labour 
increases its rate of growth ; or, in other words, a rise in its 
demand price increases the supply of it. If the state of know- 
ledge, and of social and domestic habits be given, then the 
vigour of tlie population, and both the numbers and vigour 
of any trade in particular, may bo said to have a supply price 
in. \hi» sense, that there is a certain level of the demand price 
which will keep them stationary; that a higher price would 
cause tlieni to increase, and that a lower price would cause 
them to dcci-casp. The same proposition holds true as to the 
numbers of population as a whole in nearly all countries. 
But the influence of economic causes on the growth of num- 
bers is very uncertain in its action especially where, as in 
France, all but the very poorest classes lay great store on the 
inheritance of family property. 

During these three cliaptei's we have discussed the supply 
of labour mainly as a means towards the production of ma- 
terial wealth. But here, as in every other economic inquiry, 
we. must bear in mind that the only aim of that production 
is the development of the people in numbers, in healtli, in 
strength, in happiness and above all in cb&i^cter. 
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CHAPTER VII. 

THE GROWTH OF WEALTH. 

W 

§ 1. The earliest iornis of weiilth wei’e probably imple- 
ments for hunting and fishing, and personal orna- Earfy forms of 
ments ; and, in cold countiies, clothing and huts, wealth. 

As numbei’s thickened and the people settled down to agri- 
culture, cultivated land took the first place in the inventory 
of weallli ; and that part of the value of the land which was 
duo to improvements (among ■nhich wells held a conspicuous 
place) Ijeoamc the chief element of capital, in the narrower 
"^ense of the term. Next in impoi-tanoe came houses, domesti- 
cated animals, and in some places boats and ships; but the 
implements of production whether for use in agriculture or 
in domestic manufactures remained for a long time of little * 
value. During all this time the only trade that used very 
expensive implements was the trade of carrying goods by 
water : the weavers’ loonrs, the husbandman’s ploughs and the 
blacksmith’s anvils wei'e of .simple construction and wei'e of 
little account be.sido the nrerchaut’s ships. But in the eight- 
eenth century England iriauguratcrl the era of expensA'e 
implements. 

The implements of the Engli.sh farmer had been rasing 
slowly in value for a long time ; but the progress Modem forma 
was quickerred in the eighteenth century. After of wealth, 
a while the u.se fii'st of water power and then of steam power 
caused the rapid substitutiorr of expensive machinery for in- 
expensive hand tools in otre dcpartrrreirt of production after 
another. As in earlier tirrres the most expensive implements 
were ships and, in some cases, canals for navigation and irri- 
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gation ; so now they are the means of locomotion in general — 
railways and tramways, canals, docks and ships, telegraph and 
telephone systems and water-works : oven gas-works might 
almost come under this head, on the ground that a great part 
of their plant is devoted to distributing the gas. After these 
come mines ,and iron and chemical works, ship-building yards, 
printing-presses, and other large factories full of expensive 
machinery. And, on whichever side we look, we find that the 
progress and diffusion of knowledge are constantly leading to 
the adoption of new processes and new machinery, which 
economize human effort on condition that some of the effort is 
spent a good while before the attainment of the ultimate ends 
to which it is directed. 

As civilization progresses, man develops new wants, and 
new and more expensive ways of gratifying them. There 
seems to be no good reason for believing that we are anywhere 
near a stationary state in which there will bo no new im- 
portant wants to be satisfied j in which there will be no more 
room for profitably investing present effort in providing for 
the future,' and in which the accumulation of wealth will 
c(;ase to have any reward. The whole history of intin shows 
that his wants expand with the growth of his wealth and 
knowledge. And with the growth of openings for the in- 
vestment of capital there is a constant increase in thcit surplus 
of production over the necoasarics of life, which gives the 
power to save. 

§ 2. The habit of distinctly i-calizing the future and 
providing for it has developed itself slowly and 
ofthe habit of fitfully in the course of man’s history. Travol- 
toe'future tribes who might double their 

resources and enjoyments without increasing their 
total labour, if they would only apply a little in advance the 
means that lie within their power and their knowledge ; as, 
for instance, by fencing in their little plots of vegetables 
against the intrusion of wild animals. 
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But oven this apathy is perhaps less strange than the 
wastefulness that is found now among some classes in our 
own country. Cases are not rare of men who alternate be- 
tween earning two or tliree pounds a week and being reduced 
to tho verge of starvation : the utility of a shilling to them 
when they are in employment is less than that of a penny 
when they are out of it, and yet they never attempt to make 
provision for the time of need. At the opposite extreme 
there are misers, in some of whom the passion for saving 
borders on insanity ; while, even among peasant proprietors 
and some other classes, we meet not unfrequently with people 
who carry thrift so far as to stint themselves of necessaries, 
and to impair their power of future work. Thus they lose 
every way : they never really enjoy life ; while the income 
which their stored-up wealth brings them is less than they 
would have got from the increase of tlieir earning power, if 
they had invested in themselves the wealth that they have 
accumulated in a material form. 

In India, and to a loss extent in Trelond, we find people 
who do indeed abstain from immediate enjoyment and save 
up considerable sums with great self-sacrifice, but spend pll 
their savings in lavish festiidties at funerals and marriages. 
They make intennittent provishin for the near future, but 
scarcely any pennanent provision fur the distant future : the 
great engineering works by which their productive resources 
have been so much increjvscd, have been miide chiefly with the 
capital of the much less self-flonyiiig race of Englishmen. 

Thus tlie causes which control tho accumulation of wealth 
differ widely in different countries and different ages. They 
are not quite the same among any two races, and perhaps not 
even among any tw'o social classes in the sitme race. They 
depend much on social and religious sanctions ; and it is 
remarkable how, w'licn the binding force of custom has been 
in any degree loosened, differences of personal character will 
cause neighbours brought up under like conditions to differ 
from one another more widely and more frequently in their 
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habits of extravagance or thiift than in almost any other 
respect. 

§ 3. The thriftle.ssness of early times was in a great mea- 
sure due to the want of security that those who 

Security as a i /. i i • . 

condition of made provision for the future would enjoy it : 
saving. only those, who were already wealthy, were strong 

enough to hold what they had saved ; the laborious and self- 
denying peasant who had heaped up a little store of wealth 
only to see it taken from him by a stronger hand, was a 
constant warning to his neighbours to enjoy their pleasure 
and their rest when they could. Tlie border country between 
England and Scotland made little progress so long as it was 
liable to incessant forays ; there was very little saving by the 
French peasants in the eighteenth century when they could 
escape the plunder of the tax-gatherer only by appearing to bo 
poor, or by Irish cottiera, who, on many estates, not very raanj' 
years ago, were compelled to follow the same course in order 
to avoid the landlords’ claims of exorbitant rents. 

Insecurity of this kind has nearly passed away from the 
civilized world. But we are still suffering in England from 
the effects of the Poor-law which ruled at the beginning of 
last century, and which introduced a new form of insecurity 
for the working classes. For it arranged that part of their 
wages should, in effect, bo given in the fomi of poor relief ; 
and that this .should be distributed among them in inverse 
proportion to their industry and thrift and foi-ethoughf, so 
that many thought it foolish to make provision for the future. 
The traditions and instincts, which were fostered by that (i\’il 
experience, are even now a great hindrance to the progres.s of 
the working classes ; and the principle which nominally at 
least underlies -the present Poor-law, that the State should 
take account only of destitution and not at all of merit, acts 
in the same direction though with less force. 

Insecurity of this kind also is being diminished ; the 
growth of enlightened views as to the duties of the State and 
of private persons towards the poor, is tending to make it 



THE GROWTH OF WEALTH. 


13S 


every day more true that those wlio liave helped themselve-s, 
and endeavoured to provide for their own futui-e, will be cared 
for by society better than the idle and the thoughtless. But 
the progress in this direction i-cmains slow, and there is much 
to be done yet. 

Again, modern metliods of business have brought wth 
them opportunities for the safe investment of capital in such 
ways as to yield a revenue to pei-sons who have no good 
opportunity of engaging in any business, — not even in that 
of agriculture, w here the land will under some conditions act 
tis a trustwortliy sa\'ing.s-biuik. These new opportunities have 
induced some people who would not otherwise have attempted 
it to put by something for their own old age. And, what 
has luid a still greater effect on the gi-owth of wealth, it has 
rendered it far easier for a man to pi-ovide a secure income 
for his wife and children after liis deatli : for, after all, family 
affection is the main motive of saving. There are many wants 
against which it is impo.ssible to provide directly by stoi“fng 
up goods. But he wlio has stored up Capital from which he 
derives a money income can buy what he 'will to meet his 
needs as they arise. 

§ 4. That men labour and save chiefly for the sake of 
their families and not for themselves, is shown 
hy the fact that they .seldom spend, after they ^ve of'saWne 
liave retired from work, more than the income is^family affec- 
Ihat comes in from their savings, preferring to ^ 

leave their stored-up wealth intact for their families; while 
in this country alone twenty millions a year are saved in the 
fonn of insurance policies and are available only after the 
ileath of those who save them. 

A mail can liave no stronger stimulus to energy and enter- 
prise tlian the hope of ri.sing in life, and leaving liis family to 
•start from a higher round of the social ladder than that on 
which he began, ft may even give him an overmastering 
passion which reduces to insignificance the desire for ease, 
and for all ordinary pleasures, and sometimes even destroys in 
liim the finer .sen-sibilities and nobler aspii'ations. But, as i.s 
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shown by the niarvelloua growth of wealth in Amorioa during 
the present generation, it makes him a mighty producer and 
aocumulator of riches; unless indeed he is in too great a hurry 
to grasp the social position which his wealth- will give him. 
Por his ambition may then lead him into as great extrava- 
gance os could have been induced by an improvident and self- 
indulgent temperament. 

The greatest savings are made by those who have been 
bi-Ought up on narrow means to stern hard work, who have 
retained their simple habits, in spite of success in business, 
and who nourish a contempt for showy expenditure and a 
desire to be found at their death richer than tljey had bee 2 i 
thought to be. Tliis type of character is frequent in the 
quieter parts of old but vigoi-ous countries, and it was very 
common among the middle classes iii the rin-ol districts of 
England for moi-e than a generation after the pressui-e of the 
great Erenoh war and the heavy taxes that lingered in its 
waxe. 

§ 5. Next, as to the soui-ces of accumulation. The power 
to save depends on an excess of income over ne- 
accumulation cessary oxpenclitui*e ; and this is greatest among 
wealthy. In this countiy, most of the larger 
incomes, but only a few of the smaller, are chiefly 
derived from capital. And, eai-ly in the present century, the 
commercial classes in England had mucli more saving habits 
th^n either the country gentlemen or the working classes. 
These causes combined to make EnglLsli economists of the last 
generation regard savings as made aliuost exolu.sively from 
the profits of capital. 

But even in modern England i-ent and the earnings of 
professional men, and of hired workers are an imjmrtant source 
Rent and earn- of accumulation; and they have been the cliief 
source of it in all the earlier stages of civiliza- 
tion. Moreover the middle, and especially the professional 
classes, have always denied themselves mucli in order to invest 
capital in the education of their children ; while a great part 
of the wages of the working clauses is invested in the physical 
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health and strength of their children. The older economists 
took too little account of the fact that human faculties are as 
important a means of production as any other kind of capital ; 
and we may conclude, in opposition to them, that any change 
in the distribution of wealtli which gives more to the wage 
j-eceivers and le.ss to the capitalists is likely, other things being 
equal, to hasten the increase of material production, and that 
it will not perceptibly retard the storing-up of material wealth. 
Of course other things would not be equal, if the change were 
braught about Ijy violent inethrals whieli gave a shock to 
public security. ]5ut a slight and temporaiy check to the 
accumuhation of material wealth need not necessarily be an 
evil, even from a purely economic point of view, if, being 
mode quietly and without disturbance, it provides better 
opportunities for the great moss of the people, increases their 
efticiency, and developes in them such habits of self-respect 
as to result in the growth of a much more efficient race of 
producer's in the next generation. For then it may do more 
in the long-run to promote the growth of even material wealth 
than great additions to our stock of factoides and steam- 
engines. 

A people among whom wealth is well distributed, and wHb 
have high ambitions, are likely to accumulate a 
great deal of public property; and tlie savings muiationsof 
made in this form alone by some well-to-do demo- 
oracles form no iucousidei'able pai't of the best possessions 
which our own age has inherited from its predecessors. The 
growth of the co-operative movement in all its many forms, 
of building societies, friendly societies, trades unions, of 
working men’s savings-banks ic., sliows that, even 
BO far as the immediate accumulation of material 
wealth goes, the resources of the country are not, as the older 
economists assumed, entirely lost when they are spent in 
paying wages'. 

^ It must lioirever be admitted tliat \rbat passes by tbe name ot public 
property is often only nothing more than private wealth borrowed on a mort- 


Co-operation. 
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§ G. The sacrifice of pre.sent pleasure for the sake of 

, . . future, lias been, called absiiiietice by economists. 

Interest is the ’ ■ , ^ , 

rewardofwait~ But this term has been imsundei’stooil : for the 

greatest accuiiinlators of -wealth are yei-y lich 
persons, some of whom live in luxury, and certainly do not 
practise abstinence in that sense of the term in TVhich it is 
convertible with ab.stemiousiiess. What cconomi.sts meant was 
that, when a person abstained from consuming anything which 
he had the power of consuming, wdth the purpose of increasing 
his resources in the future, his abstinence from that particular 
act of consumption increased the accumulation of wealth. 
Since, however, the tenn is liable to be misundenstood, it 
is better to say that the accumulation of wealth is generally 
the result of a po.stponemont of enjoyment, or of a 
for it. 

This willingness to wait is generally increased by a rise in 
tlie rate of interest which is the reward of waiting. Con- 
versely a fall in the rate of interest generally lowers the 
margin at which a person finds it just not worth 
chanec^n the wliile to givo Up present pleasures for the sake of 

rate of interest those future pleasures that are to be secured hy 
BSiving, * 

saving some of his meaihs. Jt will tlierefore gene- 
rally cause people to consume a little more now, and to make 
less provision for future enjoyment. But thi.s I'ule is not 
without exception. 

, Bor indeed Sir Josiah Child remarked two centuries ago, 
that in countries in which the rate of interest is high, mei'- 
chants “when they have gotten great wealth, leave trading” 
and lend out their money at interest, “ the gain thereof being 
so easy, certain and great; whereas in other countries where 
interest is at a,lower rate, they continue merchants from gene- 
ration to geiiei'ation, and enrich themselves and the state.” 


gage of future public rcreiiiies. Municipal gas-ivorks fur instance are not 
generally the results of imblic. nccuiunlations. They were built with wealth 
saved by private persons, and borrowed on public account. 
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And it i.s as true now, .is it was then, that many men retire 
from business when they are yet almo.st in the j)i-ime of life, 
and wh('n their knowledge of men and things might enable 
them to eonduct their business more eilieiently than o\er. 
Again, as !Mr Sargant has pointed out, if a man has decided 
to go on working and saving till he luus provided a certain 
income for his old age, or for his family after his death, he 
will lind that he has to save more if the rate of interest is low 
tlian if it i.s high. Suppose, for instance, that he wishes 'to 
j)rovide an income of JCIOO a year on which he may retire 
from business, or to insure JilOO a year for his wife and 
eliildren after his deatli ; if then the ciii'rent rate of interest is 
ij per cent., he need only jait by or insure his hfe for 

£8,000; but if it i.s -I per cent., he must save .£10,000 or 
insure his life f<jr £10,000. 

It i.s then 2’o.ssiblo that a continued fall in the rate of 
interest may be acconiitanied by a continued increase in the 
yearly additions to the world’s cujntal. But none the less*fh 
it true that a fall in the distant benefit.s to he got by a given 
amount of working and waiting for the future does tend on 
the whole to diminish the in'ovisioii which i>LS)ple make for 
the future ; or in more modern phrase, that a fall in the rate 
of interest tends to check the accumulation of wealth. Vor 
iliough with man’s growing command over the re.sources of 
nature, ho may continue to save much even with a low rate of 
interest; yet, while human nature remains as it i.s, eveiy fjjl 
in that I’ate is likely to cause many jnore people to save less 
than to save more than they wouUI otherwise have done. 

To sum up : — The accumulation of wealth is governed by 
a great variety of causes ; by custom, by habits of self-control 
and realizing the future, and almve all by the .power of family 
affection. Security is a necessary cs>ndition for it, and the jiro- 
gress of knowledge and intelligoncc furthers it in many ways. 

A rise in the I'ate of intei-cst, or ilcm.anfl jjrice for saving, 
tends to increase the volume of sjiving. For in spite of the 
fact that a few people who have determined to secure an 
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income of a ceitain fixed amount for themselves or their 
family will save less with a high rate of interest than with a 
low rate, it is a iieaily univei&al rule that a rise in the rate 
iiici eases the deitire to save, and it often increases the power 
to save, or lather it is often an indication of an increased 
efliciencj of our pioductive ie«-ources 
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CHAPTER VIII. 

INDU.STRIAT, ORGANIZATION. 

§ 1. WniTEna oil Hucial science from the time of Plato 
downwards have delighted to dwell on the in- at' 
creased efficiency which labour derives from or- that oreaniza- 
ganizution. Adam Smith gave a vivid desorip- efficiencj^wM 
tion of the advantages of the division of labour; much to bio- 
he pointed out how they I’ender it possible for 
increased numbers to live in comfort on a limited territory; 
and he argued that the pressure of population on the means of 
subsistence tends to weed out those lacos who through wanA 
of organization or for any other cause are unable to turn to 
the best account the advantages of the place in which they 
live. Before two more geneiutions had elapsed Malthus’ his- 
torical account of man’s struggle for existence set Darwin 
thinking as to the effects of the struggle for existence in the 
animal world. iSince that time biology has more tlian repaid 
her debt ; and economists have learnt much from the profound 
analogies which have been discovered between industrial or- 
ganization on the one side and the physical organization tlf 
the liigher animals on the other. The development of the 
organism, whether social or physical, involves a greater sub- 
division of functions between its separate parts on the one 
hand, and on the other a more intimate connection between 
them. Each part gets to be less and less self-sufficient, to 
depend for its well-being more and more on other parts, so 
that no change can take place in any part of a highly- 
developed organism without affecting others also. 

This increased subdivision of functions, or “differentia- 
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tioii” a.s it is called, manifests itself -with regairl to industry 
in such forms as the division of labour, and the 
and Integra- development of specialized skill, knowledge and 
machinery : while “integration,’’ that is, a 
growing intimacy and iirmncss of the connections between the 
separate parts of the industrial organism, shows itself in such 
forms as the incrt-ase of .security of commercial credit, and of 
the means and habits of eoimnunication by sea and road, by 
uiilway and telegraph, by post and printing-pre.ss. This leads 
us to consider the main bearings in economics of the law that 
the struggle for existence causes those organi.sms to multiply 
which are best iitte<l to derive benellt from their enviroiimcnl. 

This law is often misunderstood ; and taken to mean that 

, those organisms tend to sur\i\o which are heU 

struggle for filled to henejit the environment. But this is not 
survival. meaning. It states that those organisms tend 

to survive which are best filled to utilize the environment for 
.4heir own purposes. Now tho.se that utilize the environment 
most, may turn out to be lhase that benotlt it most. Ihit it 
must not be a.ssumed in any particular case that they lire 
thus beneficial, without sjiecial study of that case. 

§ 2. Adam ymith was aware that competition did not 
•always cause the sui’vival of those businessp.s and 
those methods of business which were nio.st ad- 
vantageous to .society; and though he insisted on 
the general advantages of that minute division 
of labour and of that subtle indu.strial organi- 
zation which were being developed with unexampled rapidity 
in his time, yet he was careful to indicate points in which 
the .system failed, and incidentid evils wdiich it involved. 
But many of his followei-s were less careful. They were not 
contented with arguing that the now industrial organization 
was obtaining victories over its livals in eveiy ilirection, 
and that this vei-y fact preved that it met a want of the 


Harmonics 
and discords 
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times, and had a good balance of advantages over disad' 
vantages : but tliey Avent further iind applied the sajiie argu- 
ment to all its details; they did not see that the very 
strength of the sy.stem as a whole enabled it to carry along 
with it many incidents which were in themselves evil. For 
a while they fascinated the world by their romantic accounts 
of tho flawless proiiortions of that “natural” organization 
of industry which had grown from the rudimentaiy germ 
of self-interest. Tliey dciheted oiich man selecting his diiily 
work with the solo view of getting for it the best pay 
he could, but with the inevitable i-esult of choosing that in 
which he could he of most service to othei’s. They argued 
for instance that, if a man h;ul a talent for managing biisines-s, 
he would be surely led to use that talent for the benefit of 
mankind : that meanwhile a like pursuit of their own interests 
would lead others to provide for his u.so such capital as he 
could turn to best account : and that his own interest would 
IoikI him so to arrange those in his employment that every- 
one should do the highest work of which he was capable, and 
no other. 

This “natural organization of industry” had a fascination 
for earnest and thoughtful minds; it prevented them from 
seeing and I'emoving the evil that was intertwined with the 
good in the change.s that were going on around them ; and it 
hindered them from inquiring whctlier many even of the 
broader foatui’cs of modern industry may not be transitional^ 
having indeed good work to do in their time, as the caste 
system had in its time : but like it chiefly serviceable in lead- 
ing the way towards better arrangements for a happier age’. 

1 Pliysiral peculiarities acquired by parents linriug their life-time are 
seldom, if ever, transmitted. But the children of those wlio lead healthy lives 
Xibysically and morally are perhaps bom witli a firmer fil>re tliaii others, and 
rerlainly are more likely to he nourished, well trained, to acquire whole- 
some inslinets, and to have ^p<sel[-rcsi>eet whieli is a niaiiispriiig of progress. 
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CHAPTER IX. 

INDUSTRIAL ORGANIZATION, CONTINUED. DIVISION OF 
LABOUR. THE INFLUENCE OF MACHINERY. 


§ 1. The fir.st condition, of an efficient organization of 
industry is that it should keep everyone cm- 
Md" ttVtwo ployed at such work as his abilities and training 
lollowing fit liim to do well, and should equip him with 

chapters. ' i, ^ - i. 

^ the best inachineiy and oilier applianccK for* his 

work. yVo shall confine ourselves to the division of labour 
between different classes of opcrativp.s, with special reference 
to tlie influence of machinery. In the following chapter we 
shall consider the reciprocal effects of division of labour and 
localization of industry) in a tliiivl chapter we shall imjuiro 
how far the advantages of division of hibour dej)Oud upon the 
aggregation of largo capitals into the hands of single indi- 
viduals or linns, or, iis is coniiiioiily said, on production on a 
^Arge scale ; and lastly, we shall examine the growing speciali- 
zation of the work of business management. 

Everyone is familiar with the fact that “practice makes 
Practice perfect,” that it enables an operation, which at 

makes perfect, fjj-gt seemed difficult, to bo done after a time 
with comparatively little exertion, and yet much better than 
before ) and physiology in some measure explains this fact. 

Adam Smith pointed out that a lad who had made nothing 


Illustrations. 


but nails all his life could make them twice .as 
quickly an a lirstrato smith w'ho only took to nail- 


making occasionally. Anyone who has to perform exactly 
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the same set of operations day after day on things of exactly 
the same shape, gradually learns to move his fingers exactly 
as they are wanted, hy alniast automatic action and with 
greater rapidity than would be possible if every movement 
had to wait for a deliberate in.struction of the will. One 
familiar instance is seen in the tying of tbresuls by children in 
a cotton mill. Again, in a clothing or a boot factory, a person 
who sews, whether by Iiand or machinery, just the same seam 
on a piece of leatbei' or cloth of Just the .same size, hour after 
hour, day .after day, is able to do it with far less effort and far 
more quickly than a worker with much greater quickness of 
eye and h.aiid, and of a much higher oi-der of general skill, 
who was accustomed to make the whole of a coat or the whole 
of a boot. 

Again, in the wood and the metal industries, if a man 
has to perform exactly the same operations over and over 
again on the same piece of material, he gets into the habit of 
holding it exactly in the way in which it is wanted, and of 
arranging the tools and other things which he has to handle 
in such positions that ho is able to bring them to work on 
one another with the least possible loss of time and of force i» 
the 7uovcmonts <if his own body. Accustomed to find them 
always in the same position and to take them in the same 
order, his hands work in hannony with one .mother almost 
automatically : and, as ho lK>comcs more practised, his expen- 
diture of nervous force diininisli&s even more rapidly than hi.^ 
expenditure of muscular force. V. 

But when the action has thus been reduced to routine, it 
has nearly arrived at the stage at which it can 
be taken over by machinery. The chief difficulty 2f*maniiaria- 
to be overcome is that of getting the machinei'y bour and of 
to hold the materical hnnly in exactly tlie position 
in which the machine tool c.m l)e brought to be.ar on it in the 
right w.ay, and without wasting too much time in taking grip 
of it. But this can generally be contrived when it is worth 
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while to sijeiid some liibour and expense on it; and then the 
whole operation can often be controlled by a w'orker who, 
sitting before a machine, tsikos with the left hajid a piece of 
wood or metal from a heap and puts it in a socket, while with 
the right he draws down a lever, or in some other way sets 
the machine tool at woi-k, and finally ^\ith his left hand 
throws on to iuiother heap the material which has been cut or 
punched or drilled or planed exactly after a given pattern. 
Thus machineiy constantly supplants that purely manual .skill, 
the attainment of which w'a.s, even up to .Vdam Smith’s time, 
the chief adsantago of disision of labour. Jiut, at the same 
time, it inci-eascs the .scale of manufactures and makes them 
more complex ; and, on the whole, increases the opportunities 
for division of labour of all kinds, and especially in the matter 
of business management. 

§ 2. The power.s of machinery to do work that I'eipiires 
too much accuracy to be done by hand are perhaps best seen 
Interchange- “I some branches of the metal industries in which 
able Parts. system of Interchangeable Parts is being 

rapidly developed. It is only after long tmining and with 
much care and labour that the hand can make one piece of 
metal accurately to resemble or to fit into another : and after 
all the accuracy is not perfect. But this is just the work 
which a well made machine can do most easily and most jicr- 
fcctly. For instance, if .sowing and reaping machines had lo 

made hy hand, their fii-st co.st would he very high; and 
when any part of them Avas broken, it could be replaced oidy 
at great co.st by sending the machine hack to the manufacturer 
or by bringing a highly skilled mechanic to the machine. But 
as it i.s, the manufacturer keeps in store many fac.similes of 
the broken part, which were imule by the same machinery, 
and are therefore interchangeable with it. A farmer in the 
North-West of America, perhaps a hundred miles away from 
any good mechanic’s shop, can yet use complicated machinery 
with confidence ; since he knows that by telegrapliing the 
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number of the machine .and the number of any part of it 
which he has broken, he will get by the next train a new 
piece which he can himself tit into its place. The importance 
of this principle of interchangeable parts hiis been but re- 
cently grasped ; there are howoA-cr iniuiy sign.s that it will 
do more than any other to extend the use of machine-made 
niiichinery to every bi~.i.nrh of piDduetion, including even 
domestic anti agricultural work. 

The influences which niiichinery exerts over the charactgr 
of modern industi'y are well illustrated in the xhe watch- 
manufacture of watches. A few years ago the trade, 

chief seat of this business was in Trench Switzerland; where 
the subdivision of labour was ciu’ried far, though a great part 
of the work was done by iv more or less scattered population. 
Tliero were about lifty dislinct blanches of triule, each of 
which did one small part of the work. In almost .all of them 
a highly specialized maiiuid skill was required, but very little 
.judgment; the earnings were generally low, because the trada 
had been established too long for those in it to have anything 
like a monopoly, and there was no difficulty in bringing up 
to it any child with oixlinary intelligence. But this industi-y 
is now yielding ground to the American sy.stem of makiitg 
watches by machinery, which requires very little specialized 
manual skill. In fact the machinery is becoming every year 
more and more automatic, and is getting to require less and 
less assiistiincc from the human hand. But the more delicate 
the machine’s power, the greater is the judgment Machinery 
and carefulness which is ciillcd for from those creases the de- 
who see after it. Take for instance a beautiful rar"intellf-*''* 
machine which feeds itself with steel wire at one 
end, and delivers at the other tiny screws of exquisite form ; 
it displaces a great many operatives who h.ad indeed acquired 
a very high and specialized manual skill, but who lived 
sedentary lives, straining their eyesight through microscopes, 
and finding in their work very little scope for any faculty 
M. 6 
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except a mere command over the use of their fingers. But 
the machine is intricate and costly, and the person who minds 
it must have an intelligence, and an energetic sense of respon- 
sibility, which go a long way towards making a fine character; 
and which, though more common than they wei’e, are yet 
sufficiently rare to be able to earn a very high rate of pay. 
No doubt this is an extreme case ; and the greater part of the 
work done in a watch factory is much simpler. But much 
of it requires higher faculties than the old system did, and 
those engaged in it earn on the average higher wages ; at the 
same time that it has already brought the price of a trust- 
worthy watch within the range of the poorest classes of the 
community, and it is showing signs of being able soon to ac- 
complish the very highest class of work. 

Those who finish and put together the different parts of a 
watch must always have highly speciaUzod skill : 
barriera*be-"* Iju* most of the machines which are in use in a 
"u^ea***^*""* watch factory, are not different in general cha- 
racter from those which are used in any other of 
the lighter metal trades : in fact many of them are mere 
modifications of the turning lathes and of the slotting, punch- 
ing, drilling, planing, shaping, milling machines aaid a few 
others, which are familiar to all engineering trades. This is a 
good illustration of the fact that while there is a constantly 
increasing subdivision of lalxtur, many of the lines of division 
between trades which arc nominally distinct are becoming 
narrower and less diflicult to be iKusscd. In old times it would 
have been very small comfort to watch-makers, who happened 
to be suffering from a diminished demand for their wares, 
to be told that the gun-making trade was in want of extra 
hands ; but most of the operatives in a watch factory would 
find machines very similar to those with which they wei’O 
familiar, if they strayed into a gun-making factory or sewing- 
machine factory, or a factory for making textile machinery. 
A watch factory with those who worked in it could be con- 
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verted witlioiit any overwhelming loss into a sewing-machine 
factoiy : almost the only condition would be that no one 
should bo put to work in the new factory which required a 
higher order of general intelligence, than that to which he 
was already accustomed'. 

§ 3. We may now 2 mi.s.s to consider the effects which; 
machinery has in relieving that excessive mus- 
cular strain which a few genei-ations ago w'as the ” 

common lot of more than half the working men “‘ram on hna 
even in such a couiiliy as England. The most 
marvellous instances of the power of machinery aro seen in 
large iron-works, and especially in those for making armour 
plates, where the force to be exerted is so great that man’s 
muscles count for nothing, and wlierc every movement, whe- 
ther horizontal or vertical, has to be cfl'ected by hydraulic or 
steam force; man merely standing by i-eady to govern the ma- 
chinery and clear away ashes or i)orfunn somo such secondary 
task. 

Machineiy of this ohiAs has increased our command over 
miture, but it has not directly altered the character of man’s 
work very much ; for that which it does he could not have 
done without it. But in other trades jnachinery has lightened 
man’s labours. The house-carpentere, for instance, make things 
of the same kind as those used by our forefathers, with much 
less toil for themselves. They now give themselves chiefly to 
those jjarts of the task which aro most pleasant and mosi^ 
intore-sting ; while in every country town and almost every 
village there ai-c found stejiiu mills for sawing, planing and 
moulding, which i-clieve them of that grievous fatigue which 
not veiy long ago used to make them prematurely old”. 


^ The changes in the methods of printing are almost as instructive as those 
in watch-making. They are traced in Priiicjpies IV. ix. !>. 

’ The jack-plane, used for making smooth large hoards for floors and other 
purposes, was the worst enemy of the carpenter. All Imt specially skilled men 
were compelled to spend a great x^art of their time with tlie jack-plane, and 
this brought on heart-disease, making them os a rule old men by the time they 
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New machinery, when just invented, generally requires a 
great deal of care and attention. But the work 

Machinery ° , . , , ■ i , 

takes over jno- i)f its attendant IS always being sitted ; that 

notonouswork uiiifomi ;uid monotonous i.s gradually 

taken o\er by the machine, which thus becomes steadily more 
and more automatic and self-acting ; till at last there is no- 
tliing for the hand to do, but to supply the material at certain 
intervals and to take .away the work when tini-shed. There 
sfill remains the responsibility for seeing that the machinery 
i.s in good owler and working smoothly ; but even this task is 
often made light by the introduction of an automatic move- 
ment, which bring.> the machine to a stop the instant anything 
goes wrong. 

Nothing could bo more uariaiw or monotonous than the 
occupation of a weaver of plain stuffs in the old time. But 
now one woman will manage four or more looms, each of 
which does many times ns mui'li work in the course of tlio 
Tfay as the olfl liand-loom dill ; and her work is much le.ss 
monotonous and calls for much more judgment than his did. 
8o that for e\ery hundred yards of cloth that are woven, the 
purely monotonous work done by human beings is probably 
not a twentieth part of what it was. 

As lloschcr says, it is monotony of life much more than 

and lessens iHoiiotony of Work that is to be dreaded : mono- 

monotonyor tony of work is an evil of the firat order onlv 
life. “ 

^ ‘ wlien it involve-s monotony of life. Now w hen a 

were forty. But now tlio^c wlio become prematurely old through overwork 
are to be found almost exclusively among tlie professional classes, among 
those engaged in the more anxious kinds of bnsiness, and in some agricultnral 
districts in wdiieh the rate of w'agcs is still very low and the people ore habitu- 
ally underfed. Adam Smith tells us that workmen, when they are liberally 
paid, are very apt to overwork thomseivea and to rnin their health and consti- 
tution in a few years. A carpenter in London, and in some other places, is 
not supiwsed to last in his ntmost vigonr above eight years.- .Almost every 
class of artitieers is subject to some particnlar infirmity occasioned by exces- 
sive application to their peculiar species of work." II ea2(% o/ Xations, Book i. 
Chapter \u. 
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pereon’s employment rofiuires much pliysiciil exei’tion, lie is fit 
for nothing after his woi’k ; and unless his mental faeiilties 
are ealled forth in his work, they have little chance of being 
developed at all. But the nervous force is not very much 
exhausted in the ordinary work of a factory, at all events 
where there is not excessive noise, and where the hours of 
labour are not too long. The social surroundings of factory 
life stimulate mental activity in and out of working hours ; 
and even those factory workei^s, whose occupations are seem- 
ingly the most monotonous, have more intelligence and mental 
resource than has been shown by the English agricultural 
labourer, whose employment has more variety. It is true 
that the American agi'iculturist is an able man, and that his 
children rise rapidly in the world. But partly because land 
has been plentiful, and he has generally owned the fami that 
he cultivates, he has had better social conditions than the 
English ; ho luis always luul to think for him.self, and has long 
had to use and to repiiir complex machine.s. The Engli^ 
agricultural labourer has had many great disadvantages to 
contend with ; but is steadily impreving his po.sition. 

§ 4. '\Vc may next con.sider what are the conditions uiidpr 

which the economies in pixiduction arising irom 

division of labour can best be secured. It is ofsldit'and^a- 

obvious that the efficiency of specialized machi- chinery cannot 

, be earned far 

neiy or specialized skill is but one condition of uniesstheacaie 
its economic use; the other is that sufficient work u 
.should be found to keep it well emi)loyed. As 
Babbage pointed out, in a lai'ge factory “the master manu- 
facturer by dividing the work to be executed into different 
processes, each requiring different degrees of skill or force, 
can purchase exactly that precise quantity of both which is 
necessary for each process; whereas if the whole work were 
executed by one workman that pereon must possess sufficient 
skill to peiform the most difficult and sufficient strengtli to 
execute the most laborious of the operations into which the 
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work is divided.” The economy of production requires not 
only that each pei-son should be employed constantly in a 
narrow range of work, but also that, when it is necessaiy for 
him to undertake different tasks, each of these tasks should 
be such as to call forth as much as possible of his skill and 
ability. Just in the same way the economy of machinery 
requires that a powerful turning-lathe when specially arranged 
for one class of work should be kept employed as long ns 
pos.sible on that work ; and if after all it is necessary to 
employ it on other work, that should be such ns to be worthy 
of the lathe, and not such as could have been done equally 
well by a much smaller machine. 

Many of those economies in the use of specialized skill and 
machinery which are commonly i-egarded as within the reach 
of \ery large establishments, do not depend on the size of indi- 
vidual factories. Some depend on the aggregate production of 
^e kind in the neighbourhood ; while others again, especially 
those connected svith the growth of knowledge and the pro- 
gress of the arts, depend chiefly on the aggregate voUnne »if 
production in the whole civilized world. And heiv we may 
iqti’oduce two technical terms. We may divide the nconoinies 
arising fis)m an increase in the scale of production of any kind 
External and go<5ds, into two classes. Those which we have 

Internal Eco- been discussing may be called Internal Economies : 
nomies. 1 j.ii, * 

boc!ius6 tiioy are depeiideut ou the vcHources of 
4iie individual hou.scs of business engaged in it, on their 
internal organization and on the cflicieiicy of their manage- 
ment. \V e liave nest to examine those Et^vtuiI ecemomies 
which arise from the general development of an industry and 
especially from the concentration of many businesses of a 
similar character in particular localities : or, as is commonly 
said, from the Localization of Industry, 
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CHAPTER X. 

INDUSTRIAL ORGANIZATION CONTINUED. THE CONCENTItA- 
TION OF SPECIALIZED INDUSTR1E.S IN PARTICULAR 
LOCALITIES. 

§ 1. In an Pai'ly stage of civilization every place had to 
depend on its own resources for most of the 
heavy wares whicli it consunietl ; unless indeed ofio^ai. 
it happened to have special facilities for water indua^ 
carriage. But the slowness with which customs 
changed, made it easy for pi-odueere to meet the ■w’ants of, 
consumers with whom they hod little communication j and it 
enabled comparatively poor people to buy a few expensive 
grsvscis- Aisssf <t ci’iwtrmsif, at sisuwrriiy' wwcfitf isxfd ta 

the plea.sure of festivals and holidays during a life-time, or 
perhaps even during two or three life-times. Consequently 
the lighter and more expensive ai-ticles of dress and persojial 
adornment, together with spices and some kinds of metal 
implements used by all ulasse.s, and many other things for the 
special use of the ricli, often came iroin astonishing distances.' 

Many various causes have led to the localization of indus- 
tries, but the chief have been physical ; such os 
the chai'acter of the climate and the soil, or the origins of 
existence of mines and quarries in the neigh- 
bourhood, or within easy access by land or water. 

Thus metallic industries have generally been either near miries 
or in places where fuel was cheap. The iron industries in 
England first sought those districts in which charcoal Was 
plentiful, and afterwards they ■went to the neighbourhood of 



152 


BOOK IV. CH. X. §§ 1 , 2 . 

collieries. iStafforclshire makes many kinds of pottery, all the 
materials of -which are imported from a long distance ; hut 
she has clieaj) coal and excellent clay for making the hca^’y 
“seggars” or boxes in which the pottery is placed while being 
fired. Straw plaiting has its chief home in Bedfordshire, 
whei'c straw has just the right proportion of silex to give 
strength without brittlenes.s j and Buckinghamshire beeches 
have affoi-ded the jnaterial for the Wycombe chairmaking. 
The Sheffield cutlery trade is due chiefly to the excellent grit 
of which its grindstones ai-e made. 

Another chief cause has been the patronage of a court. 
The rich folk there assembled make a demand for goods of 
specially high quality; and this attracts skilled workmen from 
a distance, and educates those on the spot. Thus the mecha- 
nical faculty <»f Lancashire is said to be due to the influence 
of Norman smiths who were settled at 'Warrington by Hugo 
de Lupus in William the Conqueror’s time. And the greater 
part of Kngland’s manufacturing industry bc'fore the era of 
cotton and steam had its course tlii'ected by settlements of 
Flemish and Huguenot artisans ; many of which were miul<> 
under the immediate direction of Plantageuet and Tuik)r 
kings. These immigrants taught us how to weave woollen 
and worsted stuffs, though for a long time we sent our cloths 
to the Netherlands to be fulled and dyed. They taught us 
how to euro herrings, how to manufacture silk, how to make 
•aiace, glass, and pajier, and to pixwide for many other of our 
wanks. 

§ 2. When an industry has once thus chosen a locality 
^ ^ for itself, it is likely to stay there long : so gi'eat 

localized in- the advaiitag&s which people following the 
dustnea. He- game skilled trade get from near neighbourhood 
to one another. The mysteries of the trade be- 
come no mysteries ; but are as it were in the air, and children 
learn many of them unconsciously. Good work is rightly 
appreciated ; inventions and improvements in machinery, in 
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processes aiul the general organization oi the business have 
their incrits promptly discussed ; if one man stai'ts a new idea 
it is taken up by otliers and combined witli suggestions of 
their own, and thus becomes the source of further new ideas. 
And presently subsidiary trades grow up in the subsidiary 
neighbourhood, supplying it with implements and *™des; 
materials, organizing its traffic, and in many ways conducing 
1.0 the economy of its material. 

Again, the economic use of expensive machinery can some- 
times be attained in a vei-y higli degree in a specialized 
district in which there is a large aggregate pi"0- msshinery; 
duction of the same kind, even though no individual capital 
employed in the tiade be very large. For subsidiary indus- 
tries devoting them.selves each to one small branch of the 
process of production, and working it for a great many of 
their neighhours, ai'e able to keep in constant use machinery 
of the most highly specialized character ; and to make it pav 
its expenses, though its original cost may have been high, and 
its rate of depreciation very rapid. 

Again, in all but the earliest stages of economic develop- 
ment a localized industry gaiim a great advantage jocai markets 
fieni the face that it offers a constant market for 
skill. Employers are apt to resort to any place where they 
are likely to find a good choice of workers with the special 
skill which they rerjuire ; while men seeking employment 
naturally go to places where they expect to find a good marke#" 
for their skill, in consequence of the presence of many em- 
ployers who requix-e its aid. The owner of an isolated factory 
is often put to great shifts for want of some special skilled 
labour which lias suddenly run short ; and a skilled workman, 
wlien thrown out of employment in it, has no easy refuge. 

On the other hand a localized indu.stiy has .some disad- 
vantages as a market for labour if the work done in it is 
chiefly of one kind, such for instance as can be done only by 
strong men. In those iron districts in which there are no 
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textile or otlier factories to give eiMployment to women and 
But there may children, wages ni-e high and the cost of labour 
be too exten- dear to the employer, while the average money 
for'one kind of earnings of each family are low. But the remedy 
labour. jg obvious, and is found in the growth 

in the same neighbourhood of industries of a supplementary 
character. Thus textile industries are constantly found con- 
gregated in the neighbourhootl of mining and engineering 
industries, in some cases having been attracted by almost 
imperceptible steps ; in others, as for instance at Bari'ow, 
having been started deliberately on a large scale in order to 
give variety of employment in a place ^\here previously tliei'e 
had been but little demand for the work of women and 
children. 

The advantages of variety of employment are combined 
with those of localized industries in some of our manufacturing 
towns, and this is a cliief cause of their continued growth. 
5ut on the other hand the value which the central sites of a 
large town have for trading purposes, enables them to com- 
mand much higJier ground-rents than the situations are worth 
for factories, even when account is taken of this combination 
of advantages : and tliere is a similar competition for dwelling 
space between the employes of the trading houses, and the 
factory workere. The result is that factories now congregate 
in the outskirts of large towns and in manufacturing districts 
■si»i their neighbourhood rather than in the towns themselves. 

A district which i.s dependent chiefly on one industry is 
liable to extreme depression, in case of a falhng- 
duM^B^in the demand for its produce, or of a failure 

same neigh- in the Supply of the raw material whicli it uses, 
mitigate earh This evil again is in a great measure avoided by 
si'on^*'****™*” those large towns, or large industrial districts in 
which several distinct industries are strongly de- 
veloped. If one of them fails for a time, the others are likely 
to support it in many ways, chiefly indirect j one of these 
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being that they keep in heart the local shopkeepers, who are 
thus enabled to continue their assistance longer than they 
otherwise could, to tlie workpeople in those trades that happen 
to he depressed. 

It is instructive to study the influence of improved means 

of communication on the character of England’s 

industries. Tlie agricultural populatirm lias di- dSSibati*"n*of 

minished relatively to the rest, though not so fast England’s in- 
, , ,, , , dustries. , 

as IS commonly supposed. Manuiacture employs 
a rather .smaller proportion of the population than it did a 
genei’ation ago. Jjut there has lieeii a great increase since 
IS.'il in industries in which the progress of invention has 
done little towards economizing effort, and which meet growing 
demands. Prominent among these are the service of Govern- 
ment, central and local j education of all grades \ medical 
service ; musical, theatrical and other entertainments, besides 
mining, building, dealing and transport by road and railway. 
In none of these is i-ery much direct help got from new 
inventions ; man’s labour is not much more efficient in them 
now than it was a century ago : and therefore if the wants for 
which they make provision increase in proportion to ouc 
general wealth, it is only to he expected that they should 
absorb a constantly growing proportion of the industrial 
population. Domestic servants increased rapidly for some 
years ; and the total amount of work which used to fall to 
them is now increasing faster thiin ever. But niucli of it is ■- 
now done, often witli the aid of machinery, by persons in the 
employment of clothiers of all kinds, of hotel proprietors, 
confectionei-s, and even by various messengers from grocers, 
fishmongers and others who call for orders, unless they are 
sent by telephone. In con.sequence the number of domestic 
servants is just now (1891 — 1901) growing only at about 
the same rate a.s the tf»tal population. These changes have 
tended to inoi-ease the specialization and the localization of 
industries. 
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CHAPTER XI. 

INDUSTRIAL OROANIZATION, CONTINUED. PRODUCTION 
ON A LARGE SCALE. 


§ 1. The advantages of pi-oductioii on a large scale are 
best sliown in manufacture; under which head 
u^pfcai for we may include all businesses engaged in work- 
our present material into forms in which it will be 

iulapted for sale in distant markets. The cha- 
■racteri.stic of manufacturing industries whi.ot’i makes them 
offer generally the best illustrations of the advantages of pro- 
duction on a large scale, is their power of choosing freely 
the locality in which they will do their work. They are 
thus contrasted on the one hand with agriculture and other 
extractive industries (mining, quarrying, fishing etc.), the geo- 
graphical distribution of which is detennined by natui’e ; and 
on the other hand with industries th.at make or repair things 
to suit the special needs of individual consumers, from whom 
they cannot be far removed, at all events without great loss. 

The chief advantages of pixKluction on ii, large scale are 
Economy of economy of .skill, economy of machiuei'y and eco- 
material. nomy of materials; but the last of these is rapidly 
losing importance relatively to the other two. It is true that 
an isolated workman often throws aw.ay a number of small 
things which would have been collected and turned to good 
account in a factory ; but waste of this kind can scarcely 
occur in a localized manufacture even if it is in the hands of 
small men ; and there is not very much of it in any branch 
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of induKtry in modern England, except agriculture and 
domestic cooking'. 

But small factories are still placed under a gi'cat disadvan- 
tage, even in a l ocaliz ed ind ustry, by the g rowing specialized 
variety and expensivencss of machinery. Eor in machinery, 
a largS festablishmenl tliere are often niiiny expensive machines 
each made specially for one .small use. Each of them requires 
space in a good light, iind thus .stands for something consider- 
able in the rent and genei'al expenses of the factoiy ; add 
independently of interest and the expense of keeping it in 
repair, a heavy allowance must be made for depreciation in 
consequence of its being probably improved upon before long. 
A small manufacturer must therefore have many things done 
by hand or by imperfect machinery, though he knows how to 
have them done better and cheaper by special machinci'y, if 
only he could find constant employment for it. 

But next, a small manufacturer may not always be ac- 
quainted with the best machinery for his puipose. improvement? 
It is true that if the industry in which he is machineiy. 
engaged has been long cstablishetl on a large scale, his ma- 
chinery will be well up to the mark, provided he can afford to 
buy the best in the market. In agriculture and the cotton 
industries for instance, improvements in machineiy are devised 
almost exclusively by machine makers; and they are accessible 
to all, .at any rate on the payment of a royalty for patent 
right. But this is not the case in industries that are as ye,^ 

> No iloubt many of the most iinportiuit advances of recent years have 
been due to the utilizing of what had been a waste product; but this has been 
generally due to a distinct uivcution, either chemical or mechanical, the use 
of which has been indeed promoted by minute subdivision of labour, but has 
not been directly dependent on it. 

Again, it is true that when a hundred suits of fiumiture, or of clothing, 
have to be cut out on exactly the same pattern, it is wortli while to spend 
great care on so planning the cutting out of the boards or the cloth, that only 
a few small pieces are wasted. But this is xnopcrly an economy of skill; one 
planning is made to suffice for many tasks, and therefore can be done well and 
carefully. 
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ill an early stage of development or are rapidly changing their 
form ; such as the chemical industries, the watchmaking in- 
dustry and some branches of the jute and silk manufactures ; 
and in a host of trades that are constantly springing up to 
supply some new want or to work up some new material. 

There are however some trades in which the advantages 
which a large factory derives from the economy of machinery 
almost vanish as soon as a moderate size has been reached, 
tfbr instance in cotton spinning, and calico weaving, a com- 
paratively small factory will hold its own and give constant 
employment to the best known machines for every process : so 
that a large factory is only several parallel smaller factories 
under one roof ; and indeed some cotton-spinners, when en- 
larging their works, think it best to add a weaving depart- 
ment. In such C!vses the large business gains little or no 
economy in machinciyj but even then it generally saves some- 
thing in building, particularly as regards chimneys, in the 
economy of steam power, mid in the management and repairs 
of engines and machinery. This last point is of rather more 
importance than appears at first sight ; and large works even 
though they produce nothing but soft goods, have generally 
well-organized carpenters’ and mechanics’ shop.s, which not 
only diminish the cost of repairs, but have the important 
advantage of preventing delays from accidents to the plant. 

Akin to these last, there .are a great m.-iny iidvantagcs 
<9 Buying and wliicli a large factory, or indeed a large business 
selling. (,f n,iiy kind, nearly always has over a 

small one. A large business buys in great quantities and 
therefore cheaply ; it pays low freights and saves on carriage 
in many ways, particularly if it has a railway siding. It 
often sells in large quantities, and thus saves itself trouble; 
and yet at the same time it gets a good price, because it offers 
conveniences to the customer by having a large stock from 
which he can select and at once fill up a varied order ; while 
its reputation gives him confidence. It can spend large sums 
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on. advertising by commercial travellei-s and in other ways; 
its agents give it trustworthy information on trade and per- 
sonal matters in distant places, and its own goods advertise 
one another. 

Many of these economies in the matter of buying and 
selling can be secured by a large trading house, finance be- 
which puts out its work to be done by small tween Urge 
manufacturers or by workpeople at their own small produ- 
homes. So far tlierefore they do not tell in the ‘ 

direction of destroying small manufacturers, but rather of 
limiting the character of the work of business management 
done by them; as we shall see more fully in the next chapter. 

Next, with regard to the economy of skill. Everything 
that has been said with regard to the advantages specialized 
which a large establishment ha.s in being able to “*'*’*• 
afford highly .specialized innchhiery applies equally with regard 
to highly specialized skill. It can contrive to keep each of 
its employes constantly engaged in the most difficult work of 
which he is capable, and yet so to narrow the range of his 
work that he can attain the facility and excellence which 
come from long-continued practice. This economy gives a 
practical supremacy to large factories in industries which offer 
much scope for it, if the work cannot be subdivided among 
many small factories on the plan described in the last chapter. 

§ 2. The licad of a largo hu.siness can reserve all his 


slrpiiuLh for the broadest and most fundamental 

® , 1 The Urge 

problems of his trade : he must indeed assure manufacturer 

himself that his managers, clerks and foremen whoUy'to 
are the right men for their work, and are doing broad ques- 
their work well; but beyond this he need not 
trouble himself much about details. He can keep his mind 


fresh and clear for thinking out the most difficult and vital 


problems of his business; for studying the broader move- 
ments of the markets, the yet undeveloped results of current 
events at home and abroad ; and for contriving how to improve 
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the orga>nizatioii of the iiiteniHl iuid external I'elatiuns of his 
business. 

]for much of this work the small employer has not the 
time if he has the ability ; he cannot take so brocid a survey 
of his trade, or look so far ahejvd ; he must often be content 
to follow the load of others. And he must spend much of his 
time on work that is beloAv him ; for if he is to succeed at all, 
his mind must be in some respects of a high quality, and 
iiuist have a good deal of originating and organizing force; 
and yet he must do much routine work. 

On the other hand the small employer has advantages of 
The small master’s eye is everywhere ; there 

manufacturer jg jiq shirking by his foremen or workmen, no 
superintend- divided respon.sibility, no sending half-understood 
messages backwards and forwards from one de- 
partment to another. He sav&s much of the book-keeping, 
and nearly all of the cumbrous system of checks that are 
«ecessary in the business of a large firm ; and the gain from 
this source is of very great importance in trades which use 
the more valuable metals and other expensive materials. 

And though he must always remain at a great disadvant- 

nnd he gains **'8® getting information and in making experi- 

much from the ments, vet in this -matter the general course of 
modern diffu- ’ ti -r. 

Sion of trade- progress IS on his Side, ror Jixternal economies 

knowledge. constantly growing in importance relatively 

to Internal in all raattei's of trade-knowledge : newspapci-s, 
“^nd trade and technical publications of all kinds are per- 
petually scouting for him and bringing him much of tlio 
knowledge he wants — knowledge which a little while ago 
would have been beyond the reach of anyone who could nut 
afford to have well-paid agents in many di.stant places. Again, 
it is to his interest also that the secrecy of business is on the 
whole diminishing, and that the most important improvements 
in method seldom remain secret for long after they have 
passed from the experimental stage. It is to his advantage 
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that changes in inanufactuie depend lesb on lueie lules of 
thumb and moie on btoad developments of scientific piinciple, 
ind that many of these aie made by students in the puisuit 
of knowledge foi its own sike, and aie promptly published 
in the geneial intoiest Although theiefoie the small manu 
factuiei can seldom be in the fiont of the lace of piogiess, ho 
need not be fai fiom li, if he has the time and the ability foi 
IV ailing himself of the modem fieilitics for obtaining know 
ledge But it is tiue that he must be exceptionally strong jf 
he eaii do this without neglecting the minor but necessaiy 
details of the business 

The advantages which i luge business has over a small 
one aie conspicuous in nianufactuie, because, as 
vve hive noticed, it his special fieihties foi con transport, 
eentiating a gieat deal of woik in a small aiea n«n»>e «en 
But tlieio IS i stioiig tendency foi luge cstab 
hshments to diive out small ones iii niiny othei indiistiies, 
in puticulii the ittiil ti ide is being tiaiisformed, and ths» 
small shopkeepei is losing giouiid dailj Laige films are 
gaming lapidly in the Tianspoit Industiies, to a less extent 
in mining and veij little if at all in igiicultuie' 

^ Tlie small shopkeeper has sj[)ctial f iciliticb foi biiUt^uig liis goods to the 
(looi of his cubtoiuus foi huniuuiiiig thur sl>u il tastes, aud for kuoi\mg 
eiiougli of them imlnidually to lic able sif<.l% to scU on cicdit But the ua 
poitaiicc of thc&o QfhnntioCb is dmmiishiiig Me iiiTvhile cycles, tram^aya 
&.L aie linking it easier for (nstoiiicis to Mbit luge ociilinl ebtablishmeiitb 
for the puiclnse of tliobo goods T>hicU it is iinpoit'iiit to btlect fioin a luge 
and mailed stock and one mIikIi is constantly lUiCTvcd iMtb changing fa&liiuiib,' 
iiliilc giocerieb and othci gofwls of uliich tlic sin ill slaopkeejiez could keep a 
fail suxiplr aie coiuemciitly obtained 1i> aTtiittcn ordci fiom the piicc libt of 
shops or stores ^hich tuiu ovei then stock la^ndly and keep everything fresh 
Small bhopkeepeis hold then o>\ii fairly well in some of the lepaiiing tiades, 
also ill the sale of food especially to the woikuig classes, paitly lu coiise 
qnence of then being able to bell goods on ciedit and to collect small debts 
Sometimes a flimwitb a laige capital picfeib liaMiig many small shops to one 
laige one Buying aiidwhnt piodnctiou is desiiable, is conceutiated mider 
a ccntril management, and exceptional demands can be met from a central 
iesei\c so that each branch has laige lesomces, without the cxxiense of 
keeping a laige stock 
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INDUSTRIAL ORGANIZATION, CONTINUED. BUSINESS 
MANAGEMENT. 


§ 1. Business may be taken to include all provision for 
the wants of others which is made in the cx- 
management pectatioii of payment direct or indirect from those 
who are to be benefited. It is thus contrasted 
with the provision for our own wants which each 
of us makes for himself, and with those kindly services which 
^re prompted by family affection and the desire to promote 
the well-being of others. 

Even in modern England we find now and then a village- 
primitive artisan who adheres to primitive methods, and 
methods. makes things on his own account for sale to his 
neighbours; managing his own business and undertaking all 
its risks’. But such cases are rare: and in the greater part 
The modern of fhe business of the modern world the tiisk of 
undertaker. Jirecting production that a given effort may 
^he most effective in supplying human wants has to be broken 
up and given into the hands of a specialized body of em- 
ployers, or to use a more general term, of business men. They 
“adventure” or “undertake” its risks; they bring together 
the capital and the labour required for the work; they arrange 
or “engineer” its general plan, and superintend its minor 
details. Looking at business men from one point of vipw we 


1 The most striking instances of an adherence to old-fashioned methods of 
business are supplied by the learned professions ; for a physician or a solicitor 
manages as a rule his own business and does all its work. 
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may regard them as a highly skilled industrial grade, from 
another as middlemen intervening between the manual worker 
and the consumer. 

There are some kinds of business men who undertake 
great risks, and exercise a large influence over subdivision of 
the welfare both of the producers and of the ‘i*® of 

. , . , , 111 undertaking 

consumers of the waixjs in which they deal, but and superin- 

who are not to any considerable extent direct em- 
ployers of labour. For instance some Manchester warehouse- 
men give themselves to studying the movements of fasliion, 
the markets for raw materials, the general state of trade, of 
the money market and of politics, and all other causes that 
are likely to influence the prices of different kinds of goods 
during the coming season ; and after employing, if necessaiy, 
skilled designers to carry out their ideas, they give out to 
manufacturei's in different parts of the world contracts for 
making the goods on which they have determined to risk their 
capital. And in the clothing trades and some others, we see" 
a revival of what has been called the “house House indu». 
iridustiy,” which prevailed long ago in the textile 
industries; that i.s, the system in wliich large undertakers 
give out work to bo done in cottages and very small work- 
shops to persons who work alone or with the aid of some 
members of their family, or who perhaps employ two or three 
hired assistants. In remote vilhvges in almost eveiy county 
of England agents of large undertakers come round to give 
out to the cottagers partially prepared materials for goods of 
all sorts, but especially clothes such as shirts and collars and 
gloves; and take back with them the finished goods. It is 
however in the great capital cities of the world, and in other 
large towns, especially old town-s, where there is a great deal 
of unskiUed and unorganized labour, with a somewhat low 
physique and morale, that the system is most fully developed, 
especially in the clothing trades, which employ two hundred 
thousand people in London alone, and in the cheap furniture 
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trades. There i.s a continual contest between the factory 
and the domestic system, now one gaining ground and now 
the other ; for instance just at present the growing use of 
sewing-macliines worked by steam power is strengthening the 
position of the factories in the boot trade ; while factories and 
workshops are getting an increa.sed liold of tlie tailoring trade. 
On the other hand the hosiei’y trside is being tempted back to 
the dwelling-house by recent improvements in hand knitting 
machines ; and it is possible that new methods of distributing 
power by gas and petroleum and electric engines may exercise 
a like influence on many other industries. 

Or there may be a movement towards intermediate plans, 
Sheffield similar to those which ai-c largely followed in the 
trades. Sheffield trades. Many cutleiy firms for instance 

put out grinding and other parts of their work, at piece-work 
prices, to working men wlio i-eiit the steam power which they 
_ require, either from the firm from whom they take their 
contract or from someone else: these workmen .sometime.s 
employing others to help them, sometimes working alone. 

Thus there are many ways in which those who undertake 
the chief risks of buying and .selling may avoid the tronble of 
housing and superintending those who work for them. They 
all have their advantages j and when the workers are men tif 
strong character, as at Sheffield, the results are on the wholi' 
not umsatisfactory. lint unfortunately it is often the weakest 
— class of workers, those with the least resource and the least 
self-control who drift into work of this kind. The elasticity 
of the system which recommends it to the undertaker, is 
really the means of enabling him to exercise, if he chooses, an 
undesirable pres.sure on those who do his work. 

For while the success of a factory depends in a great 
measure on its h-aving a set of operatives who adhere steadily 
to it, the capitalist who gives out work to be done at home 
has an interest in retaining a great many persons on his 
books ; he is tempted to give each of them a little employ- 
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ment occasionally and play them off one against another ; and 
this ho can easily do because they do not know one another, 
and cannot arrange concerted action'. 

§ 2. When tlie profits of business ai-e under discussion 
they are generally connected in people's minds 
with the employer of labour : “ tbe employer” is requfred*in the 
often taken as a tenn practically coextensive I'*'®’ menu- 

^ *' facturer, 

witli tlie I'eceiver of business profits. But tlie 
instances which we have just considered are sufficient to illus- 
trate the truth that the superintendence of labour is but one 
side, and often not tlie most important side of business work ; 
and that the employer wlio undertakes the whole risks of his 
bu.siness really performs two entirely distinct services on 
behalf of the community, and requires a twofold ability. 

The ideal manufacturer, for instance, if he makes goods 
not to meet special orders but for the general market, must, 
in his first r61e as merchant and organizer of production, have 
a thorough knowledge of fhhujs in his own trade. He must 
have the power of forecasting the broad movements of pro- 
duction and consumption, of .seeing where there is an oppor- 
tunity for supplying a new commodity that will meet a real 
want or improving the plan of producing an old commodity. 
He must be able to judge cautiously and undertake risks 
boldly; and he must of course understand the materials and 
machinery used in his trade. 

But secondly in this role of employer he must be a natural^ 
leader of men. He must have a power of firat choosing his 
assistants rightly and then trusting them fully ; of interesting 
them in the business and of getting them to trust him, so as 
to bring out whatever enterprise and power of origination 
there is in them ; while he himself exercises a general control 
over everything, and pie-seiwes order and unity in the main 
plan of the business. 

1 The subject of this section is studied s goorl deal more fully lii Principles 
r\'. xri. 1 — 4. 
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The abilities required to loake an ideal employer are so 
great and so numerous that very few persons can exhibit them 
all in a very high degree. Their relative importance however 
varies with the nature of the industry and the size of the 
business j and while one employer excels in one set of quali- 
ties, another excels in another ; scarcely any two owe their 
success to exactly the same combination of advantages. Some 
men make their way by the use of none but noble qualities, 
while others owe their prosperity to qualities in which there 
is very little that is really admirable except sagacity and 
strength of puipose. 

Such then being the general nature of the work of business 
management, we have next to inquire what opportunitie.s 
different classes of people have of developing bu.siness ability; 
and, when they have obtained that, what opportunities they 
have of getting command over the capital required to give it 
scope. ' 

§ 3. The son of a man already established in business 
The son of a Starts with so many advantages that we might 
businessman expect business men to constitute a sort of caste; 

starts with t.t .. i>ft » 

many advan< aiviaing Qut among their Hons the claei posts of 

command, and founding hereditary dynasties, 
which ruled certain branches of trade for many generations 
together. But it is not so. 

A man who gets together a great business by his own 
- efforts has probably been Inwght up by parents of .strong 
but also with earnest cliaractcr, and educated by theii- personal 
disadvantages, influence and by struggle with difficulties in early 
life. But his children, at all events if they were born after 
he became I'ich, and in any case his grandchildren, are perhaps 
left a good deal to the cai'e of domestic servants who are not 
of the same strong fibre as the parents by whose influence he 
was educated. And while his highest ambition was probably 
success in business, they are likely to be at least equally 
anxious for social distinction. 
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For a time indeed all may go well. His sons find a firmly 
established trade connection, and what is perhaps even more 
important, a well-chosen staff of subordinates with a generous 
interest in the business. By mere assiduity and caution, 
availing themselves of the traditions of the firm, they may 
hold together for a long time. But when a full generation 
has piissed, when the old traditions are no longer a safe guide, 
and when the bonds that held together the old staff have been 
dissolved, then the business almost invariably falls to pieces 
unless it is practically handed over to the management of new 
juen who have meanwhile risen to partnership in the film. 

But in most eases his de.scendants arrive at this result by 
a shorter route. They prefer an abundant income coming to 
them without effort on their part, to one which though twice 
as large could be earned only by incessant toil and anxiety,' 
and they sell the business to private persons or a joint-stock 
company ; or they become sleeping partners in it ; that is 
sharing in its risks and in its profits, but not taking part in ' 
its management ; in either cose the active control over their 
capital falls chiefly into the hands of new men. 

§ 4. The oldest and simplast plan for renovating the 
energies of a business is that of taking into private part- 
partnership .some of iln ablest employes. Or ncrsb'ps. 
again two or more people may combine their resources for a 
large and difficult undertaking. In such cases there is often 
a distinct partition of the work of management ; in manu- 
factures for instance one partner w'ill sometimes give himself 
almost exclusively to the work of buying raw material and 
selling the finished product, while the other is responsible for 
the management of the factory ; and in a trading establish- 
ment one partner will control the wholesale and the other the 
retail department. In these and other ways private partner- 
ship is capable of adapting itself to a great variety of problems : 
it is very sti-ong and very elastic ; it has played a great part in 
the past, and it is full of vitality now. 
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g 5. But from the end of the Middle Ages to the present 
time there has been in some chisses of trades a movement 
Joint-Btock towards the substitution of public joint-stock 
companies. companie.s, the shares of which can be sold to 
anybody in the open market, for private companies, the shares 
in which are not transferable without the leave of all con- 
cerned. The eifect of this change has been to induce people, 
many of whom have no special knowledge of trade, to give 
their capital into the hands of others employed by them : aiul 
there has thus arisen a new distribution of the various parts 
of the work of business management. 

The ultimate undertakers of the risks incurred by a joint- 
stock compjiny are the shareholder-s j but as a rule they do 
not take much active pari in engineering the business anil 
controlling ita genei'al jiolicy ; and they take Jio part in .supei’- 
intending it.s detaiks. After the business lias once got out of 
the hands of its original promoters, the control of it is left 
chiefly in the hands of Directors ; who, if the company is a 
very large one, probably own. but a very small proportion of 
its shares, while the greater pari of them have not much 
technical knowledge of the work to be done. They are not 
generally expected to give their whole time to it ; but they 
are supposed to bring wide general knowledge and sound 
judgment to bear on the broader problems of its policy ; and 
at the same time to make sure that the “Managers" of the 
company are doing their work thoroughly. To the Manager.s 
and their assistants is left a great part of the work of engi- 
neering the business, and the whole of the work of superin- 
tending it : but they are not required to bring any capital 
into it ; and they are supposed to be promoted from the lower 
ranks to the higher according to their zeal and ability. Since 
the joint-stock companies in the United Kingdom have an 
aggregate income of more than £250,000,000, and do more 
than a tenth of the business of the country, they offer very 
large opportunities to men with natural talents for business 
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iiiaiMgcinciit’, %v)io li.un not inlicrited aiij' iiiatorial (n- 

any Inisinoss coniioctioii. 

Joint-htock roniiiaiiif's Ji.ixc "le.it elasticity and can expand 
themselves s\ithout limit when the work to which they have 
set themseh es offers a wide scope ; and they are gaining 
ground in nearly all directions. Dut they have one great 
source of weakness in the absence of any adequate knosvleclge 
of the business on the p.irt of the shareholders who undertaly' 
its chief risks; though a few of the larger shareholders often 
exert themseh es to find out wdiat is going on; and are thus 
able to exercise an effective and wise control oxer the general 
management of the business'. It is ,l .strong proof of the 
marvellous grow th in recent times of a sijirit of honesty and 
uprightness in commercial matters, that the leading officers of 
great public companies )ield as little as they do to the vast 
temptations to fraud which lie in their way. If they showed 
an eagerness to .uail themseh es of opportunities for wroiig- 
doing at all appioaihing that of which we reotl ^ 

in tiie eommeicial liistory of eailier ci\ ilizations, rendered*"* 
their wrong uses of tlie tiust iiiqiosed in them 
would haxe been on so gieat a sctile ns to iirovent growthofbdsi- 
the development of this democratic foim of busi- 
ness. There is ex ery reason to hope that the progress of trade 
morality will continue, and that it xvill be aided in the future 
as it has been in the past, by a diminution of trade secrecy 


' It IS tine that tlic heail of a huge pmate fiim nmtei takes the chief lists 
of the business, while he iiitiusts uidiij of its details to others; but bis imsi- 
tioii is seemed by his iiowei of foiumig a diiect pidgiiieiit as to whether hia 
suboidiiiates sei i e his interests faitlitally and discreetly. If those to w hoiu he 
has iiitinsted the buying or selling of goods fur biiii take commissions fiom 
those with wlium they deal, be is iii a pusitioii to diseuier and puiiisb the 
fiand. If they sliow faioiiiitism and pioiiiote incompetent relations or 
fneiids of tbeir own, or if they tbemselies become idle and sbiik their woik, 
or even if they do not iulfil the piomise of exceptional ability which induced 
him to give them tlicir fiist lift, he can discover what is going wioug and set 
it light. But 111 all these matteis the gieat body of the shaieliolders of a 
jomt-stock company are, save in a tew exceptional instances, almost paw eil^ss. 
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and by increased publicity in every form ; and thus collective 
and democratic forms of busines-s management may bo able to 
extend themselves safely in man)' directions in which they 
have hitherto failed. 

The same may be said of the undertakings of Governments 
Government imperial and local : they also may have a great 
undertaiiings. future before them, but up to the present time 
the tax-payer who undertakes the ultimate risks has not 
generally succeeded in exercising an efficient control over the 
businesses, and in securing officers who will do their work 
with as much energy and enterprise as is shown in private 
establishments. But the growth of Government undertakings, 
os well iia of giant private businesses or “Trusts” with a 
partial monopoly, is full of dangers to the maintenance of 
that free initiative which is the chief source of progress. 
We cannot however enter here into this most important 
_ question. 

§ G. The system of Co-operation aims at avoiding the.se evils : 
Co-operative iiod ill that ideal form of Co-operative Society, 
association. |,uj; which as yet lias been scantily realized in prac- 
tice, a part or the whole of those shareholders, who undertake 
the lisk.s of the busine.ss, are themselves employed by it. The 
employe.s, whetlier they contribute towards the owterial capital 
of the business or not, have a share in its profits, and some power 
of voting at the general meetings at wdiich the broad lines of its 
- ’policy .are hud down, and the ofllcers appointed who are to carry 
tliat policy into effect. They are thus the employers and masters 
of their own managers and foremen; they have fairly^ood means 
of judging whether the higher work of engineering the business 
is conducted honestly and efficiently, and they have the best 
possible oppoi'tunities for detecting any laxity or incompetence 
in its detailed administration. And lastly they render unne- 
cessary some of the minor work of superintendence that is 
required in otlier e.stablishments ; for their own peeuniaiy 
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interests and the pride they take in the success of their own 
business make eacli of tiiem averse to any shirking of work 
either by himself or by his fellow workmen. 

But unfortunately the .system has very great difficulties tif 
its own. For human nature being what it is, the 
employes themselves are not always the best po.s- the task of 

sible masters of their own foremen and managers ; husmesa man- 
. . D j agement. 

jealousies and fi'ettmgs at reproof are apt to act ^ 

like sand, that has got mixed with the oil in the hearings of a 
great and complex machinery. And in particular, since the 
hardest work of business management is generally that which 
makes the least outward .show, those who work with their 
hands are apt to underrate the intensity of the stmin involved 
in the highest work of engineering the business, and to grudge 
its being paid for at anything like as high a rate as it could 
earn elsewhere. And in fact the managers of a Cooperative 
Society seldom have the alertness, the inventivenes.s and the 
ready versatility of the ablest of those men who have l>een 
selected by the struggle for suivival, and have been trained 
by the perfectly free and unfettered responsibility of private 
business. Partly for these reasons the co-operative .system has 
seldom been carried out in its entirety ; and its partial appli- 
cation has so far attained its highest success in the task of 
retailing commodities consumed by working men — a task in 
which it has special advant igi's. But bond Jhle co-operative 
production is now at last making e.xcellent progress. 

Those working-men indeed whose tempei's are strongly 

individualistic, and wliosc luind.s are concentr.itwl _ 

’ ^ ^ ^ It may out- 

almost wholly on their own aflairs, will perhaps grow same of 
always find their quickest and most congenial *’’*“• 
path to material success hy commencing Imsinoss as small 
independent “ undertakers,” or by working their way upwards 
in a private firm or a public company. But co-operation has 
a special charm for those in whose tempers the social element 
is stronger, and who desire not to separate tliouxielves from 
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their old comrades, hut to work amotig tliem as tlieir leitder.s. 
Tt.s aspirations may in some respects he higher than its prac- 
tice ; but it undoubtedly does rest in a great measure on 
ethical motives. The true co-operator combine.s a keen busi- 
ness intellect with a spirit full of an earnest Faith ; and some 
co-operative .societies have been served excellently by men of 
great genius both mentally and moially — men who for the 
^sake of the Co-operative Faith that is in them, have workeil 
with great ability and enei-gy, and with peifect uprightiit->s, 
being all the time content with lower pay than they could 
have got as business managers on their own account or for a 
private firm. !Men of this stamp are more common among the 
officers of co-operative societies than in other occupations ; 
and though they are not veiy common even there, yet it may 
be hoped that the diffusion of a better knowledge of the true 
principle.s of co-operation, and the increase of gcjmral educa- 
tion are every day fitting a larger number of co-operatoi's for 
the comj)lex problems of business management. 

^Meanwhile many partial applications of the co-opeiutire 
p fitSh ■ pnnciple are l)eing tried under \arious conditions, 
each of which presents some new' aspect of bu-.i- 
ness management. Thus under the .scheme of Prefit-Sharing, 
a private firm while retaining the unfettered management of 
its business, pays its employes the full market rate of wagi“.s 
whether by Time or Piece-work, and agrees in addition to 
divide among them a certain share of any profits that may be 
imule above a cerl.ain fixed minimum ; it being hoped that the 
linn will find a material as well as a motul rewai-d in the 
diminution of friction, in the increased willingness of their 
employes to go out of their way to do little things that may 
be of gieat benefit comparatively to the firm, and lastly in 
attracting to themselves workers of more than average ability 
and industry*. 

1 111 Scblosa' Methods of Itemwieralion tbe relatloii of Profit shai'ing to 
co-operatioD and other forma of Gain aharing is well shown. 
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Other partial co-operative schemes are doing good work in 
various degrees. For instance the Oldham Cotton „ , 

° , . Other forms of 

Mills arc really joint-stock companies : but partial Co- 

amoiig their shareholders are many working men 
who hftve a special knowledge of the trado, tiiough not many 
of their own employes. There is a larger element of co- 
operation in the Productive establishments, owned by the 
main body of Co-operative Stores, through their agents, the 
Co-operative \Vholesale Societies. Hero the Scotchmen are-* 
ill advance ; in the English Society the workers as such have 
as yet no direct share either in the management or in the 
profits of the works. 

But we mii.st not pursue this inquiry further now : enough 
has licen said to sliow that the world is only ,Hopes for the 
just beginning to be ready for tbe higher work 
of the co-operative movement in its many different forms. 
It may thorefiire be r(‘asonably expected to attain a much 
larger success in the future than in the past ; and to offer 
excellent ojiportuiiities for working-men to practise themselves 
in the work of business inatiagemeiit, (o grow into the trust 
and contidcnce of others, and giudually rise to posts in which 
their business abilities will find scope. 

§ 7. In speaking of the difliculty that a working-man has 
in rising to a post in which he can turn his busi- .j.^^ 
noss ability to full account, the chief stress is 
commonly laid ujioii his want of capital: but this want of cap], 
is not always his cliief difliculty. For instance 
tlio co-operative distributive .societies liave accumulated a vast 
capital, on which they find it difficult to get a good rate of 
interest ; and which they would be rejoiced to lend to any set 
of working-men who could show that they had the capacity 
for dealing with difficult business pixffilems. Co-operators who 
have firstly a high order of business ability and probity, and 
secondly the “personal capital” of a great reputation among 
their fellows for these qualities, will have no difficulty in 
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getting command of enough material capital for a considerabl 
undei-taking ; the real difficulty is to convince a sufficien 
number of those around them that they have these rare quali 
ties. And the case is not very different when an individual 
endeavours to obtain from the ordinaiy sources the loan of 
the capital required to start him in business. 

It is true that in ahuo.st every business there is a constant 
increase in the amount of cfipital required to make a fair 
* start j but there is a much more rapid increase in tlio amount 
of capital which is owned by people who do not want to use 
it tliemselve.s, and arc so eager to lend it out that they will 
accept a constantly lower and lower j-ate of interest for it. 
Much of this capital pas.ses into the hands of bankci'S and 
othei-s, people of keen intellect and restless energy ; people 
who have no class prejudices and care nothing for social 
distinctions; and who would pnmiptly lend it to anyone of 
whoso business ability and honesty they were convinced. To 
say nothing of the credit that can bo got in many businesses 
from those who supply the requisite raw material or stock in 
trade, the opportunities for direct borrowing are now so great 
that an increa.se in the amount of capital required for a start 
in business is no very serious oh.stacle in the way of a pei-son 
who has once got over the initial difficulty of earning a repu- 
tation for being likely to use it well. 

But poi'haps a greater, though not so conspicuous, hind- 
riinco to the ri.se of the working man is the 
bythVgrowin^g growing complexity of business. The head of a 
buSness'*^ business has now to think of many things about 
which he never used to trouble himself in earlier 
days ; and these are just the kind of difficulties for which the 
training of the work.shop affords the least preparation. Against 
this must be set the rapid improvement of the education of 
the working man not only at school, but what is more im- 
portant, in after life by new.spapers, and from the work of 
co-operative societies and trades unions, and in other ways. 
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' Ahout three-fourths of tlie whole population of Englaiul 
'iielong to the wage-earning clasf.e'J ; and at all events when 
^liey are ^^ell fed, properly housed and edueatetl, they have 
•their fair share of that nerrous slrengtli which is the mw 
material of business ability. AVithout going out of lh(‘ir way 
they are all consciously or uneonseiouslj’ competitors for ])osts 
of business command. The oivlinary woiknian, if he slurws 
ability, generally becomes a forenwn. from that he may rise 
to Ite a manager, and to be taken into ji.irtnership with his 
employer, f If Imving saved a little of his own he may start 
one of those small shops which still can hold their own in a 
wtiikiii.1 man's ijuartei, stock it chiefly on credit, and let his 
wife attenrl to it by day, while he gites his evenings to it. In 
these or in other wa_ts he may incieasc his ciqjital till he can 
si.iit .1 sjimII woikshop, or faetoiy. Onee having made a good 
Ir'cinnin;:. lie will lind the banks ea^er to give him geneixms 
irnlit. }le must have time; and sinre ho is wot likely to 
st.trt in busijj-'ss tj.l after middle age h(‘ mu.st have a long as 
well as a snojii: life hut if he has this anil liasalho “puiviice, 
genius and "ex'! fortune he is pretty sure to coinmaiid a lurge 
capital 111 foie lie dies. Jn a faetoiy tliose who work with 
their hands, have better ojijinrrumtics of rising to jxists of 
t'lmmand than the liook-keejiei-.s ami m.iny others to whom 
iotial Iridition ha' assijrned a higher place. Jiut in trading 
loniei-ijs It is other wi'e; wh.it ummial work is done in them 
h.is ,1' a rulf no rducatinir cli.iraeter, wliile tJie CAjicrient'e of 
the oiEje Is Itetter adajited for pjr jsiring .a man to manage a 
tommernal th.ni a in.inQf.utuiiiiK business. 

Tliere is then on the vvhoJe a bioad movement from below 
■upwards. Perhaps not Ro many as formerly rLse 
at once from the position of working-men to an unmixed 
th.it of employers; but there are more who get 
on stdlicieiitly far to give their bons a good chance of attaining 
to the liighest posts. The complete rise is not so very often 
accomphiJied in one generation; it is moie often spread over 
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two ; but the total volume of the movement upwards is pro- 
bably greater than it has ever been. And it may be ivniarked 
ill passing that it is better for sot:icty as a whole that tlie 
rise should be distributed over two generations. The work- 
men who at the beginning of last century rose in such large, 
numbers to become cmj)loyers were seldom tit for posts of 
command : they were too often harsh and tyrannical ; they 
lost their self-contral, and wei-e neither truly noble nor truly 
happy j while their children were often haughty, extravagant, 
and self-indulgent, squandering their wealth on low and vulgar 
amu5ement.s, having the worst faults of the older aristocracy 
without their virtues. The foreman or superintendent who 
has still to obey as well as to command, but who is rising and 
sees his children likely to rise further, is in some ways moi’e 
to be envied than the small master. His success is less con- 
spicuous, but his work is often higher and more important for 
the world, while his character is more gentle and rehued and 
not less strong. His childi-en arc well-trained ; and if they 
get wealth, they are likely to make a fairly good use of it. 

g 8. When a man of great ability is once at the head of 
Adjustment of business, whatever bo the route 

capital to busi- by which he has got there, he will with inodenito 
ness ability. g^Qj fortune, .soon be .able to show such evidence 
of his power of turning cjipital to good account as to enable 
him to boriMw in one way or another almost any amount tlnit 
ho may need ; and on the other hand a man with small Jibility 
in command of a large capibil, speedily loses it : he may 
perhaps be one who could and would have managed a small 
business with credit, and left it stronger than he liiid found 
it : but if he has not the genius for dealing with great 
problems, the linger it is the more speedily will he break 
it up. 

These two sets of forces, the one increasing the capital 
at the command of able men, and the other destroying the 
capital that is in the hands of weaker men, bring about tho 
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result that there is a far more close correspondence between 
the ability of business men and the size of the businesses 
which they own than at first .sight would appear probable. 
And when we consider all the many routes, by which a man 
of great natural business ability can work his way up high in 
some private firm or public company, we miiy conclude that 
wherever there is work on a large scale to be done in such a 
country as England, the ability and the capital required for it 
are pretty sure to be speedily forthcoming. 

Further, just as industrial .skill and ability are getting 
every day to depend more and more on the broad faculties of 
judgment, promptness, resource, carefulness and steadfastness 
of purpose — faculties which are not specialized to any one 
trade, but which are more or less useful in all— .so it is with 
regard to business ability. In fact business ability consists 
more of these general and non-.specialized faculties than do 
industrial skill and ability in the lower grades: and the higher 
the grade of business ability the more various are its applica- 
tions. 

Since then business .ability in command of capital moves 
with great ease horizontally from a trade which supply price of 

is overcrowded to one which offers good openings business abi- 

. , ^ . lity in com- 

for it : and .since it moves with great ease verti- mand of capi- 

cally, the abler men rising to the higher posts in 
their own trade, we see, even at tliis early stage of our inquiry, 
some good reasons for believing that in modern England the 
supply of business ability in command of capital accommodates 
itself, as a general rule, to the demand for it ; and thus has a 
fairly defined supply price. 

Finally, we may regard this supply price of business ability 
in command of c.T.pital as composed of three elements. The 
first is the supply price of capital ; the second is the supply 
price of business ability and energy ; and the third is the 
supply price of that organization by which the appropriate 
business ability and the requisite capital are brought together. 
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The price of the first of these three elements is “ Interest ; " 

„ ^ ^ we mar call the price of the second taken by 

Netand Grabs . •' _ ,, 

Earnings of itself “J/et Eamings of Management, and that 

Management. second and third taken together “ Gross 

Earnings of Management.” 

The last few years have seen a marked increase in the 
relative force of very large businesses in certain industries. 
The change has not been brought about by new principles in 
’ business organization, so much as by the development of pro- 
cesses and methods in manufacture and mining, in transport 
and banking, which are beyond the reach of any but very 
large capitals j by the increase in the scope and functions of 
markets, and in the technical facilities for handling large 
masses of goods. But the change is important: and it will 
be fully investigated in Volume XL, in connection with and in 
dependence on a study of the modem organization of markets 
for credit and for gooda 
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and free intercourse with one another that 

the price!f^^|u|F^ine goods tend to equality easily and 
quickly.” Or again as Jevons says: — “Originally a market 
was a public place in a town where provisions and other 
objects were exposed for sale ; but the word has been general- 
ized, so as to mean any body of persons who are in intimate 
business relations and carry on extensive transactions in any 
commodity. A great city may contain as many markets as 
there are important branches of trade, and these markets may 
or may not be localized. The central point of a market is the 
public exchange, mart or auction rooms, where the traders 
agree to meet and transact basiness. In London the Stock 
Market, the Corn Market, the Coal Market, the Sugar Market, 
and many others are distinctly localized ; in Manchester the 
Cotton Market, the Cotton Waste Market, and others. But 
this distinction of locality is not necessaiy. The traders may 
be spread over a whole town, or region of country, and yet 
make a market, if they are, by means of fairs, meetings, pub- 
lished price lists, the post office or otherwise, in close commu- 
nication with each other.” 

Thus the more neariy perfect a market is, tire stronger is 
the tendency for the same price to be paid for the same thing 
at the same time in all parts of the market : but of course if 
the market is large, allowance must be mode for the expense 
of delivering the goods to difterent purchasers ; each of whom 
must be supposed to pay in addition to the market price a 
special charge on account of delivery'. 

§ 3. In applying economic reasonings in practice it is 
often difficult to ascertain how far the movements Boundaries of 
of supply and demand in any one place are influ- “ 
enced by those in another. It is clear that the general tend- 
ency of the telegraph, the printirrg pr-eas and steam traffic is 

f Thus it is common to sec tlie prices of bulky> goods quoted as delivered 
"free on board” (f.o.b.) any vessel in a certain port, each pnrcbaser having 
to make his own reckoning for bringing the goods home. 
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to extend the area over which, such influences act and to 
increase their force. The whole Western World may, in a 
sense, be regarded as one market for many kinds of stock 
exchange securities, for the more valuable metals, and to a 
less extent for wool and cotton and even wheat ; proper allow- 
ance being made for expenses of transport, in which may be 
included taxes levied by any customs houses through which 
the goods have to pass, h’or in all tliese cases the expenses 
of transport, inolu<]ing customs duties, are not sufficient to 
prevent buyers from all parts of the Western World from 
competing with one another fur the same supplies. 

There are many special causes which may widen or narrow 
the market of any particular commodity : but 
ditions of a nearly all those things for which there is a very 
for** a "thing* wide market are in universal demand, and capable 
Suitability for of being easily and exactly described. Thus for 
grading. instance cotton, wheat, and iron satisfy wants 
that are urgent and nearly universal. They can be easily 
described, so that they can be bought and sold by persons at a 
distance from one another and at a distance also from the 
commodities. If necessary, samples can be taken of them 
which are truly representative: and they can even be “graded,” 
as is the actual practice with regard to grain in America, by 
an independent authority; so that the purchaser may be secure 
that what he buys will come up to a given standard, though 
he has never seen a sample of the goods which he is buying, 
and perhaps would not be able himself to form an opinion on 
it if he did. 

Commodities for which there is a very wide market must 


Portability. 


also be such as will bear a long carriage : they 
must be somewhat durable, and their value must 


be considerable in proportion to their bulk. A thing which 
is so bulky that its price is necessarily raised very much when 
it is sold far away from the place in which it is produced, 
must as a rule have a narrow market. The market for common 
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bricks for instance is practically confined to the near neigh- 
bourhood of the kilns in which they are made : they can 
scarcely ever bear a long carriage by land to a district which 
has any kilns of its own. But bricks of certain exceptional 
kinds have a market extending over a great part of England. 

§ 4. Let us then consider more closely the markets for 
things which satisfy in an exceptional way these conditions 
of being in general demand, cognizable and portable. They„ 
are, as we have said, .stock exchange securities and the more 
valuable metals. 

Any one share or Ixind of a public company, or any bond 
of a government is of exactly the same value as 
any other of the same issue ; and it can make change securi- 
no difference to any purchaser which of the two ***“’ 
he buys. Some securities, principally tho.se of comparatively 
small mining, shipping, and other companies, require local 
knowledge, and are not very easily dealt in except on the 
stock exchanges of provincial towns in their immediate neigh- 
bourhood. But the whole of England is one market for the 
shares and bonds of a large English railway. In ordinary 
times a dealer will sell, say. Midland Railway shares, even if 
he has not them himself ; because he knows they are always 
coming into the market, and he is sure to be able to buy 
them. 

But the .strongest case of all is that of securities which are 
called “international,” because they are in request in every 
part of the globe. They are the bonds of the chief govern- 
ments, and of very large public companies such as those of the 
Suez Canal and the New York Central Railway. Eor bonds 
of this class the telegraph keeps prices at almost exactly the 
same level in all the stock exchanges of the world. If the 
price of one of them rises in New York or in Paris, in London 
or in Berlin, the mere news of the rise tends to cause a rise in 
other markets ; and if for any reason the rise is delayed, that 
particular class of bonds is likely soon to be offered for sale in 
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the high priced mai’ket under telegraphic orders from the 
other markets, while dealers in the first market will be making 
telegraphic purchases in other markets. These sales on the 
one hand, and purchases on the other, strengthen the tendency 
which the price has to seek the same level everywhere* 

Stock exchanges then are the pattern on which markets 
haie been, and are being formed for dealing in 
I. markM°for the many kiiids of piocluce which can be easily and 
exactly desciibed, are portable and iii general de 
mand The mateiial commodities howevei which 
possess these qualities in the highest degiee are gold and 
silver. Foi that leiy leason they have been chosen by com 
raon consent for use as money, to lepresent the value of 
other things, and the world maiket foi them is most highly 
organized 

At the opposite extremity to international stock-exchange 
secuiities and the moie valuable metals aie, fiistly, things 
which must be made to order to suit particular indisiduals, 
such as well-fitting clothes, and secondly, peiishable and bulky 
goods, such as fresh vegetables, which can seldom be profitably 
carried long distances The fiist can scarcely be said to have 
a wholesale maiket at all , the conditions by which then 
price IS detei mined aie those of letail buying and selling, and 
the study of them may be postponed 

Thus the chaiacter of the maikets xaiies with the aiea of 
Space oxer which they extend but it \aiies even more with 


^ It IS a cliaiactenstiG fact tliat bounties which are pait of laige issues 
aie piefeiied on the Stock exchange 

3 A man ]na> not tiouhle hiin&elf mucli about small letail purchases 
he may gl^e Inlf a cio^n for a packet of papei m one shop which he could 
ha\e got foi two shillings ui another But it is otherwi<‘e with wholesale 
piiceB. A mannfactuier cannot sell a team of jiaper for six shillings while 
liib neighbour is selling it at hie For those whose busmess it is to deal 
in pBpei know almost exactly the lowest pnce at which it can be bought, and 
will not pa^ moie than this The manufactmei has to sell at about the 
maiket puce that is at about tbe pnce at which other manfacturera are 
selling at the same time. 
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the length of Time of which account is taken; and we shall 
find that if the period is short, the supply is limited to the 
stores which happen to be at hand: if the period is longer, the 
supply will be influenced by the cost of pixiducing the com- 
modity in question ; and if the period is very long, this cost 
will be influenced by the cost of producing the labour and the 
material things required for producing the commodity. AVe 
shall consider in the next cliapter those temporary equilibria 
of demand and supply, in which the cost of producing tho' 
commodity exerts either no influence or merely an indirect 
influence. 

At a later stage we shall have to combine the difficulties 
with regard to time on the side of supply with those on the 
side of demand, of which something has already been said ^ 

1 Bonk III. Ch. iv. § 5. 
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CHAPTER 11. 

TEMPOHARY BALANCE OF DEMAND AND SUPPLY. 

§ 1. The simplest case of balance, or equilibrium, between 

„ desire and effort is found when a person satisfies 

between desire one o£ his wants by his own direct work. When 
and effort. ^ picks blackberries for his own eating, the 
action of picking may itself be pleasurable for a while; and 
for some time longer the pleasure of eating may be more than 
enough to repay the trouble of picking. But after he has 
eaten a good deal, the desire for jnorc diminishes ; while the 
task of picking begins to bring weariness ; which may indeed 
be caused more by monotony than by fatigue. Equilibrium 
is reached, when at last his eagerness to play and his disincli- 
nation for the work of picking counterbalance the desire for 
eating. The satisfaction which he can get from picking 
fruit has arrived at its maximum: for up to that time every 
fresh picking has added more to his pleasure than it has 
taken away ; and after that time any further picking would 
take away from his pleasure more than it would add. 

In a casual bargain that one person makes with another, 
as for instance when two backwoodsmen barter a rifle for a 
canoe, there is seldom anything that can properly be called 
an equilibrium of supply and demand : there is probably a 
surplus of satisfaction on either side; fur probably the one 
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'Would be willing to give something besides the rifle for the 
canoe, if he could not get the canoe otherwise ; while the 
other would in case of necessity give something besides the 
canoe ft>r the rifle. 

We may put aside as of little practical importance a class 
of dealings which has been much discussed. They Market for 
relate to pictures by old masters, rare coins and unique or rare 
other things, which cannot be “ graded ” at all. 

The price at which each is sold, will depend much on whether 
any rich persons with a fancy for it happen to be present at 
its sale. If not, it will probably be bought by dealers who 
reckon on being able to sell it at a profit j and the variations 
in the price for which the same picture sells at successive 
auctions, great as they are, would be greater still if it were 
not for the steadying influence of professional purchasers. 

§ 2. Let us then turn to the ordinary dealings of modern 
life; and take an illustration from a corn-market in a country 
town, and let us assume for the sake of simplicity illustration 
that all the corn in the market is of the same cm” ma'rket of 
quality. The amount which each farmer or • though 
other seller ofiers for sale at any price is equilibrium, 
governed by his own need for money in hand, and by his 
calculation of the present and future conditions of the market 
with which he is connected. There are some prices which 
no seller would accept, some which no one would refuse. 
There are other intermediate prices which would be accepted 
for larger or smaller amounts by many or all of the sellers. 
Everyone will try to guess the state of the market and to 
govern his actions accordingly. Let us suppose that in fact 
there are not more than 600 quarters, the holders of which 
are willing to accept as low a price as 35s. ; but that holders 
of another hundred would be tempted by 36s. ; and holders of 
yet another three hundred by 37s. Let us suppose also that 
a price of 37s. would tempt buyers for only 600 quarters; 
while another hundred could be sold at 36s., and yet another 
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two hundred at 35s. These facts may be put out in a table 
thus : — 


At the price 
37s. 

36s. 

35s. 


Holders \rill be 
willing to sell 

1000 quarters, 
700 „ 

600 


Buyers will be 
wiUing to buy 


600 quarters. 


700 

900 


II 

II 


~ Of course some of those who are really willing to take 
36s. rather than leave the market without selling, will not 
show at once that they are ready to accept that price. And 
in like manner buyers will fence, and pretend to be less eager 
than they really are. So the price may be tossed hither and 
thither like a shuttlecock, as one side or the other gets the 
better in the “ higgling and bargaining ” of the market. But 
unless they are unequally matched; unless, for instance, one side 
is very simple or unfortunate in failing to gauge the strength of 
' the other side, the price is likely to be never very far from 36s. ; 
and it is nearly sure to be pretty close to 36s, at the end of the 
market. For if a holder thinks that the buyers will really 
be able to get at 36s. all that they care to take at that price, 
ho will be unwilling to let slip past him any oflFer that is 
well above that price. 

Buyers on their part will make similar calculations; and 
if at any time the price should rise considerably above 36s. 
they will argue that the supply will be much greater than 
the demand at that price : therefore even those of them who 
would rather pay that price than go unserved, wait ; and by 
waiting they help to bring the price down. On the other 
hand, when the price is much below 36s., even those sellers 
who would rather take the price than leave the market with 
their corn unsold, will argue that at that price the demand 
will be in excess of the supply : so they will wait, and by 
waiting help to bring the price up. 

The price of 36s. has thus some claim to be called the true 
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equilibrium price : because if it were fixed on at the begin- 
ning, and adhered to throughout, it would exactly equate 
demand and supply (i.e. the amount which buyers were willing 
to purchase at that price would be just equal to that for 
which sellers were willing to take that price); and because 
every dealer who has a perfect knowledge of the circumstances 
of the market expects that price to be established. If he sees 
the price differing much from 36s. he expects that a change 
will come before long, and by anticipating it he helps it to ■* 
come quickly. 

§ 3. We have already used the term “ demand price " ^ 
to denote the price at which buyers can be found Transition to 
for any given amount of a thing in. a market, “"mai prices. 
Thus in this market 37s. is the demand price for 600 quarters; 
36s. for 700 and so on. We have introduced a corresponding 
term " supply price ” ® to denote the price which holders of a 
commodity will be willing to take for any given amount. 
Thus in this market 35s. is the supply price for 600 quarters, 
368. for 700 ; and so on. 

We have next to enquire what causes govern supply- 
prices, that is prices which dealers are willing to accept for 
different amounts. In the present chapter we have looked 
at the affairs of only a single day ; and have supposed the 
stocks offered for sale to be already in existence. But of 
course these stocks are dependent on the amount of wheat 
sown in the preceding year ; and that, in its turn, was largely 
influenced by the farmers’ guesses as to the price which they 
would get for it in this year. This is the point at which 
we have to work in the next chapter. 

1 Book III. Ch. III. § 1. 

> Book IV. Ch. I. 
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CHAPTER HI. 

BALANCING OF NOHMAL DEMAND AND SUPPLY. 

§ 1. Wb have noticed that even in the corn-exchange 

_ of a country town on a market-day the equi- 

Transition . i i i- e ‘‘i 

from market to libnum price IS affected by calculations of the 

normal price. relations o£ production and consumption j 

while dealings for future delivery already predominate in 

the leading corn-markets of America and Europe, and are 

rapidly weaving into one web all the leading threads of trade 

in corn throughout the whole world. If it is thought that 

the growers of any kind of grain in any part of the world 

have been losing money, and are likely to sow a less area for a 

future harvest, far-seeing dealers argue that prices are likely 

to rise as soon as that harvest comes into sight. Thus 

anticipations of that rise exercise an influence on present 

sales for future delivery, and that in its turn influences cash 

prices j so that these prices are indirectly affected by estimates 

of the expenses of producing further supplies. But in this 

and the following chapters we are specially concerned with 

movements of price ranging over still longer periods than 

those for which the most far-sighted dealers in futures 

generally make their reckoning. 

§ 2. AVe may revert to the discussion of the analogy 
The account between the supply price and the demand price 
cartrd'/uttie* “ Commodity at the point at which we left it 
further. at the end of the last chapter. We there noticed 

that corresponding to the demand price at which any amount 
of a commodity would find purchasers in a market, there is a 
supply price at which that amount would be offered for sale 
by producers or their agents. We have to take account of 
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the fact that the production of the commodity will probably 
require many different kinds of labour and the use of capital 
in many forms. The exertions of all the different kinds 
of labour that are directly or indirectly involved in making 
it; together with the abstinences or rather the waitings 
required for saving the capital used in making it ; all these 
efforts and sacrifices together will be called its 
Becil Cost of Production. The sums of money, Money Cost of 
that have to be paid for these efforts and sacri- 
fices, will be called either its Money Cost of Prodthction, or, 
(for shortness) its Expenses of Production. They Expenses of 
are the prices which have to be paid in order to Production, 
call forth an adequate supply of the efforts and waitings that 
are required for making it; or, in other words, they are its 
supply priced 

The raw material, machinery, labour, ifec., that are required 
for making a commodity may be called its Factors FactorsofPre- 
of Production. Its expenses of production when ducMon. 
any given amount of it is produced are thus the supply prices 
of the corresponding quantities of its factors of production. 
And the sum of these is the supply price of that amount of 
the commodity. 

§ 3. It must not be forgotten that trading expenses enter 
into the expenses of production in almost every Relative im- 
case ; and that in some cases they are a very pprtance of 
large part of the whole. For instance, the supply menta of Cost 
price of wood in the neighbourhood of Canadian Production, 
forests often consists almost exclusively of the price of the 
labour of lumber men ; but the supply price of Canadian deal 


^ Mill and aome otlier economists have followed the practice of ordinaty 
life in Using the term Cost of Production in two senses, sometimes to signify 
the difficulty of producing a thing, and sometimes to signify the outlay of 
money that has to be incurred in order to induce people to overcome this 
difficulty and produce it. But by passing from one use of the term to 
the other without giving explicit warning, they hare led to many misunder- 
standings and much barren controversy. 
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in the wholesale London market consists in a large measure of 
freights ; while the supply price of the same wood to a small 
retail buyer in an English country town is more than half 
made up of the charges of the railways and middlemen who 
have brought what he wants to his doors, and keep a stock of 
it ready for him. Again, the supply price of a certain kind of 
labour may for some purposes be analysed into the expenses of 
rearing, of general education and of special trade education. 

It is to be taken for granted that as far as the knowledge 
and business enterprise of the producers reach, they will in 
each case choose those factors of production which are best 
for their purpose ; that is, which will attain the desired end 
for the least outlay and trouble to themselves. Whenever 
it appears to the producers that this is not the case, they will. 
Principle of 3, I’ule, set to work to substitute the less 

Substitution, expensive method. We may call this for con- 
venience of reference, the Principle of Substitution. 

§ 4. In our typical market then we assume that the 

We assume foroes of demand and supply have free play; 

free play for that there is no combination among dealers on 

demand and . . • i i « - . 

supply in the either side ; but each acts for himself, and there 

market. jg much/ree competition; that is, buyers generally 

compete freely with buyers, and sellers compete freely with 

sellers. But though everyone acts for himself, his knowledge 

of what others are doing is supposed to be generally sufficient 

to prevent him from taking a lower or paying a higher price 

than others are doing. 

In such a market there is a definite demand price for each 
amount of the commodity, that is, a definite price at which 
each particular amount of the commodity can find purchasers 
in a year, or whatever other period we choose as our unit of 
time : the more of a thing is offered for sale in a market, the 
lower is the price at which it will find purchasers ; or in other 
words, the demand price for each unit diminishes with every 
increase in the amount offered. 
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In like way there is a supply price, that is, a price which 
may he expected to call forth a supply of each particular 
amount in a unit of time. To give precision to the ideas, 
let us suppose that a person well acquainted construction 
with the woollen trade sets himself to inquire of the supply 
what would be the normal supply price of a 
certain number of millions of yards annually of a particular 
kind of cloth. He would have to reckon (i) the price of thej 
wool, coal, and other m.aterials which would be used up in 
making it, (ii) wear-and-tear and depreciation of the buildings', 
machinery and other dxed capital, (iii) interest and insurance 
on all the capital, (iv) the wages of those who work in the 
factories, and (v) the gross earnings of management (in- 
cluding insurance ag.ainst loss) of those who undertake the 
risks, wlio engineer and sujierintend the working. He would 
of course estimate the supply prices of all these different 
factors of production of the cloth with reference to the 
amounts of each of them that would be wanted ; and he would 
suppose the conditions of supply to be normal, and the 
expenses of production to be those of a Representative Firm*. 
And he would add them all together to find the supply price 
of tlie cloth. 

Let us suppose a list of supply prices (or a supply schedule) 
made on a similar plan to that of our list of demand prices (or 
demand schedule®^; the supply price of each amount of the 
commodity in a year, or any other unit of time, being written 
against th.at amount. As the annual amount produced 
increases, the supply price increases, if nature is ofiering a 
sturdy resistance to man’s eflorte to wring from her a larger 
supply of raw material, and if there is no great room for intro- 
ducing important new economies into the manufacture. But 
it might so happen that an increase in the volume of produc- 
tion would introduce new economies and enable the tendency 
to Increasing Return to prevail over that to Diminishing 
1 See Book ir. Cli. xm. § 1. > See Book iii. Cli. in. § 2. 
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Return, bo as ultimately to lessen the supply price of the 
commodity, and make it cheaper’. 

§ 5. When therefore the amount produced (in a unit of 
time! is such that the demand price is greater 

What la maant ' -r _ ^ 

byequi- than the supply price, then sellers receive more 

libnum. than is sufficient to make it worth their while to 


bring goods to market to that amount; and the amount 
brought forward for sale tends to increase. On the other 
hand, when the amount produced is such that the demand 
price is less than the supply price, sellers receive less than 
is sufficient to make it worth their while to bring goods to 
market on that scale ; so that those, who were just on the 
margin of doubt as to whether to go on producing, are decided 
not to do so, and the amount brought forward for sale tends 
to diminish. When the demand price is equal to the supply 
price, the amount produced has no tendency either to be 
increased or to be diminished ; it is in equilibrium. 

Further, if any accident should move the scale of production 
from its equilibrium position (or position of rest), there will 
be instantly brought into play forces tending to bring it back 
to that position; just as, if a stone hanging by a string is 
displaced from its equilibrium position, the force of gravity 
will at once tend to bring it back to its equilibrium position’. 

1 Compare above, p. 180. 

s The following diagrams may help some readers. But they are not 
necessary for the argument, and may he omitted. 

Measuring, as in tbs case of the demand curve, amounts of the commodity 
■dong Ox and prices parallel to Oy, we get for each 
point M along Ox a line MP drawn at right angles V 
to it measuring the supply price for the amount 
OM, the extremity of which, P, may be called 
a aujppjy point ; this price MP being made up of 
the supply prices of the several factors of pro- 
duction for the amount Oit. The locus of P may 
he called the supply curve. It is a curve such 
that, if from any point P on it a straight line 
PM he drawn perpendicular to Ox. PM represents ( 
the price at which sellers will be forthcoming for 
an amount OM, 
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§ 6. But in real life suck oscillations are seldom os 
rhythmical as those of a stone hanging freely from a string ; 
the comparison would be more exact if the string were 
supposed to hang in the troubled waters of a mill-race, whose 
stream was at one time allowed to flow freely, The problems 
and at another partially cut off. The demand 
and supply schedules do not in practice remain less simple, 
unchanged for a long time together, bur. are constantly being 
cliangedj and every change in them gives new positions to 
the centres about wliich the amount and the price tend to 
oscillate. 

These considerations point to the great importance of the 
element of time in relation to demand and supply, to some 
study of which we now proceed. We shall gradually discover 
a great many different limitations of the doctrine that the 
price at which a thing can be produced represents its real 
cost of production, that i.s, the effbrts and sacrifices which 
have been directly and indirectly devoted to its production. 
That doctrine would indeed represent facts accurately enough 
in a stationary society, in which the habits of life, and the 
methods and volume of production remained unchanged from 
one generation to another; provided that people were tolerably 
free to choose those occupations for their capital and labour 
which seemed most advantageous. 

This is the real drift of that much-quoted, and much- 
misunderstood doctrine of Adam Smith and other economists 

To represent the equihbiinm of demancf and saiiply geometrically we may 
draw the demand and supply curves together as in 
Fig. 6. If then OR represents the rate at which 
production is being actually carried on, and Rd the 
demand price is greater than Rt the supply price, 
the production is exceptionally profitable, and will 
be increased; and R will move to the right. On 
the other hand, if Rd is less than Rt, R nill move 
to the left. If Rd is equal to Ra, that is, if R is 
vertically under a point of intersection of the curves, 
demand and supply are in equilibrium. 
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that the normal, or “ natural,” value of a commodity is that 
■which economic forces tend to bring about in the long run. 
It is the average -value which economic forces -would bring 
about if the general conditions of life were stationary for a 
run of time long enough to enable them all to work out their 
full effect. The fact that the general conditions of life are 
not stationary is the source of many of the difficulties that 
are met with in applying economic doctrines to practical 
problems. 

§ 7. Thus we see that utility and cost of production both 
play a part in governing value. And we might as reasonably 
dispute -whether it is the upper or the under blade of a pair 
of scissors that cuts a piece of paper, as whether value is 
governed by utility or cost of production. It is true that 
inSuencesof when One blade is held still, and the cutting is 
of praducrior effected by moving the other, we may say with 
on value. careless brevity that the cutting is done by the 
second; but the statement is not strictly accurate, and 
is to be excused only so long as it claims to be merely a 
popular and not a strictly scientific account of what actually 
happens. 

In the same way, when a thing already made has to be 
sold, the prices which people will be willing to pay for it will 
be governed by their desire to have it, together with the 
amount they can afford to spend on it. Their desire to have 
it depends partly on the chance that, if they do not buy it, 
they will be able to get another thing like it at as low a price: 
this depends on the causes that govern the supply of it, and 
this again upon cost of production. But it may so happen 
that the stock to be sold is practically fixed. This, for 
instance, is the case with a fish-market, in which the value of 
fish for the day is governed almost exclusively by the stock 
on the slabs in relation to the demand. And if a person 
chooses to take the stock for granted ; and say that tJie price 
is governed by demand, his brevity may perhaps be excused 
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BO long as he does not claim strict accuracy. So again it may 
be pardonable, but it is not strictly accurate to say that the 
varying prices which the same rare book fetches, when sold 
and resold at Christie’s auction room, are governed exclusively 
by demand. 

Taking a case at the opposite extreme, we find some 
commodities which conform pretty closely to the law of 
constant return ; that is to say, their averaga cost of produc- 
tion will be very nearly the same whether they are produced 
in small quantities or in large. In such a case the normal 
level about which the market price fluctuates will be this 
definite and fixed money cost of production. If the demand 
happens to be great, the market price will rise for a time 
above the level ; but as a result production will increase and 
the market price will fall. Conversely, if the demand falls 
for a time below its ordinary level, production will fall off, 
and the market price will be raised. 

If, then, a person chooses to neglect market fluctuations ; 
and takes it for granted that there will anyhow be enough 
demand for the commodity to insm-e that some of it, more 
or less, will find purchasers at a price equal to this cost 
of production, then he may be e.xcused for ignoring the 
influence of demand, and speaking of normal price as governed 
by cost of production — provided only he does not claim 
scientific accuracy for the wording of his doctrine, and 
explains the influence of demand in its right place. 

Thus we may say that, as a general rule, the shorter the 
period which we are considering, the greater must be the 
share of our attention which is given to the influence of 
demand on value j and the longer the period, the more 
important will be the influence of cost of production on 
value. For the influence of changes in cost of production 
takes as a rule a longer time to work itself out than does the 
influence of changes in demand. 
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§ 8. The expenses of production of agricultural produce 
are estimated on the margin of cultivation. That is, they are 
estimated for a part of the produce which is raised either on 
laud that pays no rent because it is poor or badly 
situated ; or, which is more probable, they are 
raised on land which does pay rent, but by appli- 
cations of capital and labour which only just pay 
their way, and therefore can contribute :mthing towards the 
I'ent. Tt is these expenses which the demand price must just 
cover : for if it does not, the supply will fall off, and the price 
l)e raised till it does cover them. It is to these expenses 
therefore that the price conforms : and, as Kicardo pointed 
out, rent does not appear as an element of them. 

Suppose for instance that, with an average harvest, ten 
million quarters of corn are raised in England, and that the 
expenses of production of the last million quarters are at the 
rate of 35«. a quarter. If the farmers had expected to get 
less than 3.~nc. a quarter they would nut have raised these last 
quarters. And since they find it worth their while to raise 
the whole ten million, we know that in an average year they 
get 35s. fur each of the last million. And in the same msi'ket 
there can only be one price for one and the same commodity. 
Therefore they must have expected the average price of all 
the corn in the market to be 35s. 

The Expenses of production of some of the corn may have 
been only 26s. a quarter. The 3os. got fur a quarter of this 
corn is divided into 25s. which goes to the farmer, and 10s. 
which goes to the landlord as rent. And if a person looks at 
this corn he may argue that its whole expenses of pinduction 
were 25s. to cover the farmer’s outlay and 10s. to pay his rent, 
and that therefore rent enters into the expenses of production 
of this corn. He would be right if he meant only that the 
expenses of production of this particular quarter of corn 
cannot be found by merely reckoning up the wages and profits 
of the labour and capital that were spent in raising it. But 


Marginal 
expenses of 
production 
in relation 
to value. 
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he would be wrong if he meant that the selling price of corn 
was governed by the rent tliat lias to be paid for the use of 
land. He would then be mistaking cause for effect, and effect 
for cause. 

Thus (1) the amount of produce raised, and therefore the 
position of the margin of cultivation (i.e. the margin of the 
profitable application of capital and labour to good and bad 
land alike) aro both governed by the general conditions of 
dem.and and supply. They are governed on the one hand by 
demand ; that is, by the numbers of the population who 
consume the jiroduce, the intensit}' of their need for it, and 
their means of paying for it; and on the other hand by 
supply ; that is, by the extent and fertility of the available 
land, and the numbers and resources of those ready to 
cultivate it. Thus cost of production, eagerness of demand, 
margin of production, and price of the produce mutually 
govern one another. (2) That part of the produce which 
goes ns rent is of course thrown on the market, and nets on 
prices, in just the same way as any other part. But the 
general conditions of demand and snp))ly, or their relations 
to one another, are nut affected by the division of the produce 
into the sh.are of rent and the share needed to render the 
farmer’s expenditure profitable. The amount of that rent is 
not a governing cause, but is itself governed by the fertility 
of land, the price of the produce, and the position of the 
margin; it is the excess of the value of the total returns 
which capital and labour applied to land do obtain, over 
those which they would have obtained under circumstances 
as unfavourable as those on the margin of cultivation'. 

1 For further (Uscussion of this ilifilcult question the reader is referred to 
Principles, fifth edition, V. vm — xi. 
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CHAPTER IV. 

INVESTMENT OF RESOURCES FOR A DISTANT RETURN. 

PRIME COST AND TOTAL COST. 

§ 1. Let us suppose a man to build a house fur liimself on 
Motives deter- land, and of materials, which nature supplies 
vestment'o/”' make his implements as he goes; 

capital. the labour of making them being counted as part 

of the labour of building the house. He would have to estimate 
the efforts required for building on any proposed plan; and to 
allow almost instinctively an amount increasing in geometrical 
proportion (a sort of compound intei’est) for the period that 
would elapse between each effort and the time when the hou.se 
would be ready for his use. The utility of the house to him 
when finished would have to compensate him not only for the 
efforts, but for the waitings*. 

This case illustrates the way in whicli the efforts and 
.sacrifices which are the Real cost of production of a thing, 
underlie the expenses which are its JMoney cost. But the 
modern business man commonly takes the payments which he 
has to make, whether for wages or raw material, as he finds 
them ; without staying to inquire how far they are an accurate 
measure of the efforts and sacrifices to which they correspond. 
His expejiditure is generally made piece-meal ; and the longer 
he expects to wait for the fruit of any outlay, the richer must 
that fruit be in order to compensate him. The anticipated 
fruit may not be certain ; and in that case he will have to 
allow for the risk of failure. After making that allowance, 

^ See above, Souk i\. Ub. viii. § 6. 
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the fruit of the outlay must be expected to exceed the outlay 
itself by an amount which, independently of his own remu- 
neration, increases at compound interest in proportion to the 
time of waiting. 

§ 2. At the beginning of his undertaking, and at every 
successive stage, the business man is ceaselessly . . 

. / The principle 

striving so to modify his arrangements as to ob- ofsubstitu- 

tain better results with a given expenditure or 
equal results with a less expenditure. He is continually studying 
the advantages and disadvantages of different ways of obtain- 
ing his object. He is ahvaj's looking for new suggestions, 
watching the experiments of others and trying experiments 
himself, so as to hit upon that combination which will yield 
tlie largest incomings in proportion to any given outlay. In 
other words, he ceaselessly applies the principle of substitu- 
tion with the purpose of increasing his profits; and in so 
doing he seldom fails to increase the total efticiency of work, 
the total power over nature which man derives from organiza- 
tion and knowledge. 

Every locality has incidents of its own which affect in 
various ways the methods of arrangement of 
every class of business that is carried on in it. routes are 
But even in the same place and the same trade ‘h® 

same end, 

no two persons pursuing the same aims will adopt 
exactly the same routes. The tendency to variation is a chief 
cause of progress ; and the abler are the undertakers in any 
trade the greater will this tendency be. In some tnvdes, ius 
for instance cotton-spinning, the possible variations are con- 
fined within narrow limits ; no one can hold his own at all 
who does not use machinery, and very nearly the latest 
machinery, for every part of the woi’k. But in others, as for 
instance in some branches of the wood and metal trades, in 
farming, and in shopkeeping, there can be great variations. 
For instance, of two manufacturers in the same trade, one 
will perhaps have a larger wages bill and the other heavier 
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charges on account of machinery; of two retail dealers one 
will have a larger capital locked up in stock and the other 
will spend more on advertisements and other means of build- 
ing up the immaterial capital of a profitable trade connection. 
And in minor details the variations are numberless. Each 
man’s actions are influenced by his special opportunities and 
resources, as well as by his temperament and his associations. 

But each man, taking account of his own means, will push 
the investment of capital in his business in each several direc- 
tion until what appears in his judgment to be the outer limit, 
or margin, of profitableness is reached ; that is, until there 
seems to him no good reason for thinking that the gains 
resulting from any further investment in that particular 
direction would compensate him for his outlay. The margin 
of profitableness is not to be regarded as a mere point on any 
one fixed line of possible investment ; but as a boundary line 
of irregular shape cutting one after another every possible line 
of investn^t. 

§ 3.\XWhen investing his capital in providing the means 
of carrying on an undertaking, the business man looks to 
being recouped by tlie price obtained for its various products ; 
and he expects to be able under normal conditions to charge 
for each of them a sufiicieiit price ; that is, one wmch will not 
Prime or cover the apecinl, direct, or prime cost, but 

special cost. also bear its proper share of the general expenses 
of the business ; and these we may call its supplementary cost. 
These two elements together make its total cost. 

There are great variations in the usage of the term Prime 
‘ , cost in business life. But it is taken here in a 

tary and total narrow sense. Supplementary costs are here 
taken to include standing charges on account of 
the durable plant in which much of the capital of the business 
has been invested, and also the salaries of the upper em- 
ployees : for the charges to which the business is put on 
account of their salaries cannot generally be adapted quickly 
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to changes in the amount of work there is fur them to do. 
There remains nothing but the (money) cost of the raw mate- 
rial used in making the commodity and the wages of that part 
of the labour spent on it which is paid by the hour or the piece, 
and the extra wear and tear of plant. This is the special cost 
which a manufacturer has in view, if lie is calculating the 
lowest price at which it will bo wortli his while to accept an 
order, irrespectively of any effect that liis action might have 
in spoiling the market for future orders, and trade being slack ' 
at the time. But in fact he must as a rule tako account of 
this effect : the price at which it is just worth his while to 
produce, even when trade is slack, is in practice generally a 
good deal above this prime cost, as we shall see shortly. 

Supplementary costs are of many different kinds; and 
some of them differ only in degree from prime costs. For 
instance, if an engineering firm is in doubt whether to accept 
an order at a rather low price for a certain locomotive, the 
absolute prime costs which must bo unconditionally covered 
by the price would include the value of the raw material and 
the wages of the artisans and labourers employed on the 
locomotive. But if work is slock the salaried staff probably 
have some time on their hands ; and their salaries are there- 
fore commonly classed among general or supplementiiry costs. 
The line of division is however often blurred over. For 
instance, foremen and other trusted artisans are seldom dis- 
missed even in slack times : and, on the other hand, the staff 
in the office can be in a great measure adjusted to variations 
in the work of the firm by leaving vacancies unfilled and even 
by weeding out inefficient men during slock times ; and by 
getting extra help or putting out some of the work in busy 
times. 
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CHAPTER V. 

EQUILIBRIUM OF NORMAL DEMAND AND SUPPLY, CON- 
TINUED, WITH REFERENCE TO LONG AND SHORT 
PERIODS. 

§ 1. The present chapter is chiefly occupied with difficul- 
ties in the problem of value, resulting from differences between 
the immediate and the later effects of the same causes. Iti 
The ter case, as in others, the economist merely 

Normal ia brings to light difficulties that are latent in the 

elastic. common discourse of life, so that by being frankly 

faced they may be thoroughly overcome. For in ordinary life 
it is customary to use tlio word Normal in different senses, 
with reference to different periods of time ; and to leave the 
context to explain the transition from one to another. The 
economist follows this practice of every-day life : but, by 
taking pains to indicate the transition, he sometimes seems 
to have created a complication which in fact he has only 
revealed. 

Thus, for instance, when it is said that the price of wool 
on a certain day was abnormall}' high though the average 
price for the year was abnormally low, that the wages of coal- 
miners were abnormally high in 1872 and abnormally low in 
1879, that the (real) wages of labour were abnormally high 
at the end of the fourteenth century and abnormally low in 
the middle of the sixteenth} everyone understands that the 
scope of the term Normal is not the same in these various 
cases. Everyone takes the context as indicating the special 
use of the term in each several case ; and a formal inter- 
pretation clause is seldom necessary, because in ordinary 
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conversation misunderstandings can be nipped in the bud by 
question and answer. But let us look at this matter more 
closely. 

We have noticed’ how a cloth manufiicturer when calcu- 
lating the expenses of producing all the different 
things required for making cloth would need to fi-omthe 
frame his estimates with refei-ence to the amounts 
of each of them that would he wanted, and on the supposition 
in the first instance that the conditions of supply would be ‘ 
normal. But we have yet to take account of the fact that he 
must give to this term a wider or narrower range, according 
as he was looking more or less far ahead. 

Thus in estimating the wages required to call forth an 
adequate supply of labour to work a certain class of looms, 
he might take the current wages of similar work in the 
neighbourhood : or he might argue that there was a scarcity 
of that particular class of laljour in the neighbourhood, that 
its current wages there were higher than in other parts of 
England, and that looking forward over several years so as to 
allow for immigration, ho might take the normal rate of 
wages at a rather lower rate than that prevailing there at 
the time. Or lastly, he might think that the wages of 
weavers all over the country were abnormally low relatively 
to others of the same grade, in consequence of a too sanguine 
view having been taken of the prospects of the trade half a 
generation ago. He might argue that this branch of work 
was overcrowded, that parents had already begun to choose 
other trades for their children which offered greater net 
advantages and yet were not more dilficult; that in con- 
sequence a few years would see a falling-off in the supply 
of labour suited for his purpose; so that looking forward a 
long time he must take normal wages at a rate rather higher 
than the present average. 

Again, in estimating the normal supply price of wool, he 
1 See above, Cb. in. § 4. 


M. 
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would take the average of several past years. He would 
make allowance for any change that would be likely to affect 
the supply in the immediate future ; and he would reckon for 
the effect of such droughts as from time to time occur in 
Australia and elsewhere since their occurrence is too common 
to be regarded as abnormal. But he would not allow here 
for the chance of our being involved in a great war, by whicli 
the Australian supplies might be cut off; he would consider 
that any allowance for this should come under the head of 
extraordinary trade risks, and nut enter into his estimate of 
the normal supply price of wool. 

He would deal in the same way with the risk of civil 
tumult or any violent and long-continued disturbance of the, 
labour market of an unusual character ; but in his estimate 
of the amount of work that could be got out of the machinery, 
&c., under normal conditions, he would probably reckon for 
minor interruptions from trade disputes such as are con- 
tinually occurring, and are therefore to be regarded as 
belonging to the regular course of events, that is, as not 
abnormal. 

In all these calculations he would not concern himself 
specially to inquire how far mankind are under the exclusive 
influence of selfish or self-regarding motives. He might be 
aware that anger and vanity, jealousy and oflended dignity are 
still almost as common causes of strikes and lockouts, as the 
desire for pecuniary gain : but that would not enter into his 
calculations. All that he would want to know about them 
would be whether they acted with sufficient regularity for 
him to be able to make a reasonably good allowance for their 
influence in interrupting work and raising the normal supply 
price of the goods. 

In short, the practised business man simplifles his task by 
giving his attention to one set of difficulties at a time, making 
almost instinctively first one and then another provisional 
supposition to help him on his way 
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§ 2. But though applications of the term Normal are thus 

elastic, and capable of being extended gradually , , . 

, , , . , Loneand short 

from very short to very long periods ; yet these period normal 

periods may be divided roughly into two classes. 

In the first class there is time for the supply of those things 
which are used in producing the commodity (or in other 
words, its factors of production), to adapt itself to the 
demand ; in the second class there is not. 

For instance, on the da}' following a large catch of 

mackerel the price in the market may settle 

. , . '' Illustration 

down after a little maiiosuvring at as many from Ssh 

pence as it had been at shillings on the previous 
day; and tliis change will in no way depend on the normal 
cost of catc hing m ackerel, it will be governed by the volume 
of the past catch, with perhaps some slight refer- oscillations of 
ence to the chance that a similar catch may be market price, 
had on the morrow. If we suppose the boat to be owned by 
a capitalist who pays tho fishonuan by the day, the net 
earnings of his boat for the day will be the excess of the 
price he gets for his fish over his outlay for wages and stores, 
together with allowance for the injury done to the boat and 
net by the day's work. 

For that particular day this excess may be either more or 
less than the nonnal supply price required to make it worth 
his while to provide the boat and its equipment and the 
business organization needed for managing it and selling its 
catch. But if, in the long run and on the average, it is more 
than this normal supply price, capital will drift into the 
fishing trade; if less, it will drift out; that is to say, old boats 
and nets, w'hen worn out, will seldom be replaced. And 
therefore, if the general conditions of the fishing trade are 
stationary, the earnings of the boat will oscillate about this 
normal supply price. 

But next suppose there to be great increase in the general 
demand for fish, such for instance as might arise from the 
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spreading of a disease through all kinds of farm stock simul- 
taneously, by which meat was made a dear and 
normal**Buppfy dangerous food. The increased demand for fish 
period?'^ could not well be met without bringing into the 
fishing trade some people from outside, who Avere 
not fitted by training to do its work well, and to whom many 
of its ordinary incidents would prove great hardships. Old and 
unsuitable boats Avould be pressed into the service ; Avhile the 
better class of boats would earn an excess above the expenses 
of working them, that would amount in a year perhaps to 
fifty per cent, or more on their total cost ; and able fishermen, 
whether paid by shares or by the day, might for a time get 
twice their ordinary wages. Thus the noimal price of fish 
would be higher than before. Variations in the catch of fish 
from day to day might make the market price oscillate at 
least as violently as before about this normal level for an 
increased amount, but tliis leirol would idse rapidly with every 
such increase of demand. 

Of course these high prices would lend to bring capital 
and labour into the trade ; but if it were expected that the 
disease among live stock would not last very long, and that 
therefore the unusual demand for fish would die arva)' in a 
few years, people would be cautious about im’esting capital 
and skill in a trade that was in danger of being glutted, xkiid 
therefore, though Avhen the demand slackened off, the price 
would fall to, and probably below its old level ; yet so long 
as the demand Avas fully maintained the price Avould keep up. 
And here we see an illustration of tlie almost universal law 
that the term Normal, being taken to refer to a short period 
of time, the normal supply price is likely to be raised by an 
increase in demand. 

§ 3. But if Ave turn to consider the normal supply price 
with reference to a loiiff period of time, Ave shall find that it is 
Normal value Sovemed by a difierent set of causes, and with 
in relation to different results. For suppose that the disuse of 
tong periods, gauses a permanent distaste for it, and that 
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an increased demand for fish continues long enough to enable 
the forces by -which its supply is governed to work out their 
action fully. The source of supply in the sea might perhaps 
show signs of exhaustion, and the fishermen might have to 
resort to more distant coasts and to deeper waters, ITature 
giving a Diminishing Deturn to the increased application of 
capital and labour of a given order of eflicienoy. On the other 
hand, those might turn out to be riglit who think that man is 
responsible for but a very small part of the destruction of fish 
that is constantly going on ; and in that case a boat starting 
with equally good appliances and an equally efficient crew 
would be likely to get nearly as good a haul after the increase 
in the total volume of the fishing trade as before. In any 
case the normal cost of equipping a good boat with an efficient 
crew would certainly not be higher, and probably be a little 
lower after the trade had settled down to its now increased 
dimension-s than before. For since fishermen require only 
trained aptitudes, and not any exceptional natural qualities, 
their number could be increased in less than a generation to 
almost any extent that was necessary to meet the demand; 
while the industi-ies connected with building boats, making 
nets, ifec. being now on a larger scale would be organized more 
thoroughly and economically. If therefore the waters of the 
sea showed no signs of depletion of fish, an increased supply 
could be produced at a lower price after a time sufiBciently 
long to enable the noi'inal action of economic causes to work 
itself out : and, the term Normal being taken to refer to a 
long period of time, the noiaual price of fish would decrease 
with an increase in demand. 

g 4. To sum up first as regards short periods. The supply 
of specialized skill and ability, of suitable machinery and 
other material capital, and of the appropriate 
industrial organization, has not time to be fully elusions as to 
adapted to demand ; but the producers have to 
adjust their .supply to the demand as best they can with the 
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appliances already at their disposal. On the one hand there 
is not time materially to increase those appliances if the supply 
of them is deficient ; and on the other, if the supply is exces- 
sive, some of them mjist remain imperfectly employed, since 
there is not time for the supply to be much reduced by gradual 
decay, and by conversion to other uses. The particular income 
derived from them does not for tlie time affect perceptibly the 
supply ; and does not directly affect the price of the commodi- 
ties produced by them. It is a surplus of total receipts over 
prime coat ; but unless it is sufficient to cover in the long run 
a fair share of the general costs of the business, production 
will gradually fall off'. 

Next to sum up as to long periods. In them all invest- 
ments of capital and effort in providing the material plant 
and the organization of a business, and in 
acquiring trade knowledge and specialized ability, periods*" 
have time to be adjusted to the incomes which 
are expected to be earned by them ; and the estimates of 
those incomes therefore directly govern supply, and are the 
true long-period normal supply price of the commodities pro- 
duced. A great part of the capital invested in a business is 
generally spent on building up its internal organization and 
its external trade connections. If the business does not 
prosper all this capital is lost, even though its material plant 
may realize a considei’able part of its original cost. And 
anyone proposing to start a new business in any trade must 
reckon for the chance of this loss. If liimself a man of 
normal capacity for that class of work, he may look forward 
ere long to his business being a representative one, in the 
sense in which we have used this term, with its fair share of 
the economies of production on a large scale. If the net 
earnings of such a representative business seem likely to be 
greater than he could get by similar investments in other 

' Thus it has something of the nature of a rent. Compare below, Ch. vm. 
§ 1, and Appendix C, 
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trades to which he has access, he will choose this trade. Thus 
that investment of capital in a trade, on which the price of 
the commodity produced by it depends in the long run, is 
governed by estimates on the one hand of the outgoings 
required to build up and to work a representative firm, and on 
the other of the incomings, spread over a long period of time, 
to be got by such a price. 

§ 5. To go over the ground in another way. Market 
values are governed by the relation of demand to stocks 
actually in the market ; with more or less j-eference to 
‘future’ supplies, and not without .some influence of trade 
combinations. But the current supply is in 
itself the result of the action of producers in Jrmof'the”* 
the past ; this action has been mainly deter- term Normal 
mined by their comparing the prices which they uth^'sa^e for 
expect to get for their goods with the expenses 
to which they will bo put in producing them. 

The range of expenses of which they lake account will depend 
on whether they are merely considering the extra expenses of 
certain extra production with their existing plant, or are 
considering whether to lay down new plant for the purpose. 
But in any case it will be the general rule that that portion 
of the supply which can bo most easily produced will be pi'o- 
duced, unless the jirice is expected to be very low. Every 
increase in the price expected will, as a rule, induce some 
people who -would not otherwise have produced anything, to 
produce a little ; while thase who have produced something 
for the lower price, will probably produce more for the higher 
price. 

The general drift of the term Normal Supply Price is 
always the same whether the period to which it refers is short 
or long; but there are great differences in detail. In every 
case it means the price the expectation of which is sufficient 
and only just sufficient to make it worth while for people to 
produce a certain aggregate amount yearly : in every case it 
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is the marginal cost of production ; that is, it is the cost of 
production of those goods which are on the margin of not 
being produced at all, and which would not be produced if the 
price to be got for them were expected to be at all lower. 
But the causes which determine this margin vary with the 
length of the period under consideration. 

§ C. Of course there is no hal'd and sharp line of division 
There is no between “ long ” and “ short ” periods. Nature 
sharp division Jjag drawn 110 sucli lines in the economic condi- 
and short tioiis of actual life ; and in dealing with practical 
periods. problems they are not wanted. Just as we con- 
trast civilized with uncivilized races, and establish many 
general propositions about either group, though no hard and 
fast division can be drawn between the two ; so we contrast 
long and short periods without attempting any rigid demarca- 
tion between them. But four classes stanti out. In each, price 
is governed by the relations between demand and 
of problems of Supply. But as regards TOwAcf prices, Sujiply is 
periods^o*'* taken to mean the stock of the commodity in 

which they question which is on hand, or at all events “in 

sight,” As regards lurrmal prices, when the term 
Normal is taken to relate to short periods of a few months or 
a year. Supply means broadly what can be produced for the 
price in question with the existing stock of plant, personal 
and impersonal, in the given time. As regards normal prices, 
when the term Normal is to refer to lony periods of several 
yeans, Sujiply means what can be produced by plant, which 
itself can be remuneratively produced and applied within the 
given time ; while lastly, there are very gradual or Secular 
movements of normal price, caused by the gradual growth of 
knowledge, of population and of capital, and the changing 
conditions of demand and supply from one generation to 
another. 

The remainder of the present volume is chiefly concerned 
with the third of the above classes. That is, it chscusses the 
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normal relations of wages, profits, prices, iSsc., for long periods 
of several years. But occasionally account has to be taken of 
gradual changes j and one chapter. Book VI. Ch. xii., is given 
up to “The Influence of Progress on Value,” that is, to the 
study of very gradual, or secular, changes of value. 

On the other hand the first two classes will come into 
prominence when we discuss, in the second volume, fluctua- 
tions of prices and wages arising from quickly passing changes 
in the state of commercial credit, and other causes. And the 
chapter ou “ Trade Unions ” at the end of the present volume 
is partly concei'ned with these two classes. 
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CHAPTER VI. 

. JOINT AND COMPOSITE DEMAND: JOINT AND COMPOSITE 

SUPPLY. 


§ 1. The demand for the things used for making other 
„ . , , things, and their factors of production, is in- 
mand and joint direct j it 13 derived from the demand for tlie 
demand. things towards the production of which they 

contribute; or, in other words, the demands for all the 
various faCtoi-s of production of a finished commodity are 
joined together in the joint demand for it. Thus the demand 
fur beer is direct, and is a joint demand for hops, malt, 
brewers’ labour, and the other factors of production of beer : 
and the demand for any one of them is an indirect demand 
derived from that for beer. Again there is a direct demand 
for new hou.ses ; and from this there arises a joint demand for 
the labour of all the various building trades, and for bricks, 
stone, wood, etc., which are factora of production of building 
work of all kind.s, or as we may say for .shortness, of new 
hou.ses. But the demand for any one of these, as for instance 
the labour of plasterens, is only an indirect, or Derived, 
demand. 

Let us take an illustration from a class of events that 

Illustration frequent occuiTence in the labour market ; 

taken from a and suppose that the supply and demand for 
labour dispute “ , . 

in the build- building being in equilibrium, there is a strike 
mg trade. group of workers, say the 

plasterers, or that there is some other disturbance to the 
supply of plasterers’ labour. In order to make a separate 
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study of the demand for that factor, we suppose firstly 
that the general conditions of the demand for new houses 
remain unchanged (that is, that the demand schedule for 
new houses remains valid); and secondly we assume that 
there is no change in the general conditions of supply of 
the other factors, two of which are of course the business 
faculties and the business organizations of the master builders 
(that is, we assume that their supply schedules also remain 
valid). The 2 i a temporary check to the supply of plasterers’ 
labour will cause a proportionate cheek to the amount of 
building; the demand price for the diminished number of 
houses will be a little higher than before; and the supply 
prices for the other factors of production will not be greater 
than before. Thus new houses can now be sold at prices whioh 
exceed by a good margin the sum of the prices at which these 
other requisites for the production of houses can be bought ; 
and that margin gives the limit to the possible rise of the price 
that will be offered for plasterers’ labour, and on the supposition 
that plasterers’ labour is indispensable'. 

§ 2. It is however important to remember that if the 
supply of one factor is disturbed, the supply of others is likely 
to be disturbed also. In particular, when the factor of which 
the supply is disturbed i.s one class of labour, as that of the 
plasterers, the employers’ earnings generally act as a buffer. 
That is to .say, the loss falls in the first instance on them ; 
but by discharging some of their workmen and lowering the 
wages of others, they ultimately distribute a great part of it 
among the other factors of production. 

We may note the general conditions, under which a check 

^ The differeut amounts of this margin, corresponding to different checks 
to the supply of plasterers' labour, are deteniiiiied by tlie general rule that, — 

The demand price for any thing used in producing a commodity is, for each 
separate amount of the commodity, limited by the excess of the price at which 
that amount of the commodity can And purchasers, over the sum of the prices 
at which the corresponding supplies of the other things needed for making it 
will be forthcoming. 

This and several other results of the present chapter can be most clearly 
apprehended by the aid of diagrams. See Principlea V. vi. 
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to the supply of a thing that is wanted not for direct use, 
Conditions but as a factor of production, may cause a very 
a checiTto'^** great rise in its price. The first condition is 
supply may that the factor itself should be essential, or 
p^u^a factor nearly essential to the production of the com- 
of production, modity, no good substitute being available at a 
moderate price. 

The second condition is that the commodity in the pro- 
duction of which it is a necessary factor, should be one for 
which the demand is stiff and inelastic; so that a check to 
its supply will cause consumers to offer a much increased 
price for it rather than go without it; and this of course 
includes the condition that no good substitutes for the com- 
modity are available at a price but little higher than its 
equilibrium price. If the check to house building raises the 
price of houses vei-y much, builders, anxious to secuie the 
exceptional pi-ofits, will bid against one another for such 
plasterers’ labour as there is in the market. 

The third condition is that only a small part of the 
expenses of pi-oduction of the commodity should consist of 
the price of this factor. Since the plasterers’ wages are but 
a small part of the total expenses of building a house, a ri.se 
of even 50 per cent, in them would add but a very small 
percentage to the expenses of production of a house and would 
check demand but little. 

The fourth condition is that even a small check to the 
amount demanded should cause a considerable fall in the 
supply prices of other factors of production; for that will 
increase the margin available for paying a high price for this 
one. If, for instance, bricklayers and other classes of work- 
men, or the employers themselves cannot easily find other 
things to do, and cannot afibrd to remain idle, they may be 
willing to work for much lower earnings than before, and this 
will increase the margin available for paying higher wages to 
plasterers. 
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The rise in plasterers’ wages would be checked if it were 
possible either to avoid the use of plaster, or to 
get the work done tolerably well and at a mode- influence of 
rate price by people outside the pla.sterers’ trade. Law of 
The Law of Substitution here as elsewhere 
exercises a subduing influence on forces which might otherwise 
lead to startling results. The tyranny which one factor of 
pi’oduction of a commodity might in some cases exercise over 
the other factors through the Law of Derived Demand is 
tempered by the Law of Substitution. 

The relations between plasterers, bricklayers, Ac. are 
representative of much that is both instructive and romantic 
in the history of alliances and conflicts between trades unions 
in allied trades. Dut the most numerous instances of Joint 
demand ai-e those of the demand for a raw material and the 
operatives who work it up ; as for instance cotton or jute or 
iron or copper, and those who work up these sevei-al materials. 
Again, the relative prices of different articles of food vary a 
good deal with the supply of skilled cooks’ labour ; thus for 
instance many kinds of mciit and many parts of vegetables 
which are almost valueless in America, where skilled cooks 
are rare .and expensive, have a good value in France where the 
art of cooking is widely diffu.sed. 

§ 3. We have already ’ notieefl how the demand for any 
commodity is made up or compounded of the composite 
demands of the different individuals who may demand, 
need it. But we now may extend this notion of composite 
demand to factors of production. Nearly eveiy raw material 
and nearly every kind of labour is applied in many different 
branches of industry, and contributes to the production of a 
great variety of commodities ; and the total demand for it is 
the sum of the derived demands for it, in each of these several 
uses. 


r See Book ui. Ch. iii., iv. 
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§ 4. "We may now pass to consider the case of Joint pro- 
, . „ . ducts ; i.e. of things which cannot easily be pro- 

daced separately; but are joined in a common 
origin, such as gas and coke, or beef and hides, or wheat and 
straw. As there is a joint demand for things joined in a 
common destination, so there is a. joint supply of things which 
have a common origin. The single supply of the common 
origin is split up into the various derived supplies of the 
things that proceed from it. 

The prices of the gas and the coke, the joint products 
that are got from a ton of coal, must together be enough 
to cover their joint expenses of production. If the demand 
for gas rises, more coke will be produced, and its price 
must fall, so that the increased supply may be taken off 
the market. The rise in the price of gas must be sufficient to 
cover this fall in the price of coke, and also to cover the 
increase, if tliere is any, in the joint expenses of production of 
gas and coke. Again, since the repeal of the Com Laws mucli 
of the wheat consumed in England has been imported, of 
course without any straw. This has caused a scarcity and a 
consequent rise in the price of straw, and the farmer who 
grows wheat looks to the straw for a great part of the value of 
the crop. The value of straw then is high in countries which 
import wheat, and low in those which export wheat. In the 
same way the price of mutton in the wool-producing districts 
of Australia was at one time very low. The wool was ex- 
ported, the meat had to be consumed at home ; and as there 
was no great demand for it, the price of the wool had to 
defray almost the whole of the joint expenses of production of 
the wool and the meat. Afterwards the low price of meat 
gave a stimulus to the trade of preserving meat for exporta- 
tion, and now its price in Australia is higher. 

There are very few cases of joint products the cost of pro- 
duction of both of which together is exactly the same as that 
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of one of them alone. So long as any product of a business has 
a market value, it is almost sure to have devoted to it some 
special care and expense, which would be dimin- propor- 
ished, or dispensed with if the demand for that tions of joint 
product were to fall very much. Thus, for instance, eener^iVbe 
if straw were valueless, farmers would exert them- ■“o'****®'!. 
selves more than they do to make the ear bear as large a 
proportion as possible to the stalk. Again, the importation 
of foreign wool has caused English sheep to be adapted by ^ 
judicious crossing and selection so as to develop heavy weights 
of good meat at an early age, even at the expense of some 
deterioration of their wool. It is only when one of two 
things produced by the same process is valueless, unsaleable, 
and yet does not involve any expense for its removal, that 
there is no inducement to attempt to alter its amount 

§ 6. We may pass to the problem of composite sv/pply^ 
which is analogous to that of composite demand, composite 
When a thing has several sources of production, 
its total supply is made up, or compounded, of the supplies 
from all the sevei'al sources ; and these supplies are rwal and 
cojnpetitive to one another. Each is likely to be applied in 
“ substitution ” for the others : for the principle of substitu- 
tion leads eveiy business man to select those means to his end 
that are most efficient in proportion to their cost; unless 
indeed he is negligent, or has some independent reason for 
preferring the more costly one. 

If the causes which govern the production of two of these 
rivals are nearly the same, they may for many purposes be 
treated as one commodity. For instance, beef and mutton 
may be treated as varieties of one commodity for many pur- 
poses ; but they must be treated as separate for others, as for 
instance for those in which the question of the supply of wool 
enters. 

nival things are however often not finished commodities. 



224 


BOOK V. CH. VI. §§ 5, 6. 

but factors of production : for instance, there are many rival 
fibres which are used in making ordinary printing paper. We 
have just noticed how the fierce action of derived demand for 
one of several complementary supplies, as e.g. for the supply 
of plasterers’ labour, was liable to be moderated, when the 
demand was met by the competitive supply of a rival thing 
which could be “ substituted ” for it. 

§ 6. All the four chief problems, which have been dis- 
cussed in this chapter, have some bearing on the causes that 
govern the value of almost every commodity: and many of 
the most important cross connections between the values of 
different commodities are not obvious at first sight. 

Thus when charcoal was generally used in making iron, 

the price of leather depended in some measure on 

intricate reia. that of iron ; and the tanners petitioned for the 

Uona between exclusion of foreism iron in order that the demand 
the values of ® 

different on the part of English iron smelters for oak 
things. charcoal might cause the production of English 

oak to be kept up, and thus prevent oak bark from becoming 
dear. 

Again, the development of railways and other means of 
communication for the benefit of one trade, as for instance for 
wheat growing in some parts of America and for silver mining in 
others, greatly lowers some of the chief expenses of production 
of nearly every other product of those districts. Again, the 
prices of soda, and bleaching materials, and other products of 
industries the chief raw material of which is salt, move up 
and down relatively to one another with almost every im- 
provement in the various processes which are used in those 
industries. And every change in those prices affects the prices 
of many other goods; for the various products of the salt 
industries are more or less important factors in many branches 
of manufacture. 

Again, cotton and cotton-seed oil are joint products, and 
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the recent fall in the price of cotton is largely due to the im- 
proved manufacture and uses of cotton-seed oil : and further, 
as the history of the cotton famine shows, the price of cottion 
largely affects that of wool, Unen and other things of its own 
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PRIME AND TOTAL COST IN RELATION TO JOINT PRO- 
DUCTS. COST OF MARKETING. INSURANCE AGAINST 
RISK. 

§ 1. We may now return to the consideration of Prime 

and Supplementary Costs, with special reference 

toSej'oint^pro! proper distribution of the latter between 

ducts of the the Joint products of a business. For instance 
same business. e 

the shipowner has to apportion the expenses of 
his ship between heavy goods and goods that are bulky but 
not heavy. He tries, as far as may be, to get a mixed cargo 
of both kinds j and an important element in the straggle for 
existence of rival ports is the disadvantage under which tho.^e 
ports lie which are able to offer a cargo only of bulky or only 
of heavy goods : while a port who.se chief exports are weighty 
but not bulky, attracts to its neighbourhood industries which 
make for export goods that can be shipped from it at low 
freights. 

From the expenses of ti-ansport we pass easily to those of 
Difficulties as '“‘■'■'ketiiig. Sonic kinds of goods are easily mar- 
to the expenses keted ; there is a steady demand for them, and 
of marketing, always safe to make them for stock. But 

for that very reason competition cuts their price “ very fine,” 
and does not allow a large margin above the direct cost of 
making them. Sometimes the tasks of making and selling 
them can be rendered almost automatic, so as to require very 
little to be charged on their account under the heads of the 
expenses of management and marketing. But in practice it is 
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tiot uncommon, to charge such goods with even less than the 
small share that would properly fall to them, and to use them 
as a means of obtaining and maintaining a business connection, 
that will facilitate the marketing of other classes of goods, the 
production of which cannot so well be reduced to routine ; for 
as to these there is not so close a competition. Manufacturers, 
especially in trades connected with furniture and dress, and 
retailers in almost all trades, frequently find it best to use 
certain of their goods as a means of advertising others, and to 
charge the first with less and the second with more than their 
proportionate share of Supplementary expenses. In the former 
class they put those goods which are so uniform in character 
and so largely consumed that nearly all purchasers know their 
value well, in the second those with regard to which pur- 
chasers think more of consulting thoir fancy than of buying 
at the lowest possible price. 

Economic progress is constantly oifering new facilities for 
marketing goods at a distance; it not only lowers Local facilities 
cost of carriage, but what is often more import- marketinB. 
ant, it enables producers and consumers in distant places to 
get in touch with one another. In spite of this, the advan- 
tages of the producer who lives on the spot are veiy great in 
many trades ; they often enable him to hold his own against 
competitors at a distance whose methods of production are 
more economical. He can sell in his own neighbourhood as 
cheaply as they can, becau.se though the cost of making is 
greater for his goods than for theirs, he escapes much of the 
cost which they incur for marketing. But time is on the 
side of the more economic methods of production j and his 
distant competitors will gradually get a stronger footing in 
the place, unless he or some new man adopts their improved 
methoda 

A great part of these expenses of marketing results from 
the risk that a thing preparing for a certain market will not 
find the expected sale there. But it still remains to make a 
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closer study of the relation in which Insurance against the 
risks of a business stands to the supply price of any particular 
commodity produced in it. 

g 2. The manufacturer and the trfider commonly insure 
Insurance against injury by fire and loss at sea ; and the 
against risk, premiums which they pay are among the general 
expenses, a share of which has to be added to the Prime cost 
in order to determine the Total cost of their goods. But the 
greater part of business risks are so inseparably connected 
with the general management of the business that an insu- 
rance company which undertook them would really make itself 
responsible for the business : and in consequence every firm 
has to act as its own insurance office with regard to them. 
The charges to which it is put under this head are part of its 
general expenses, and a share of them has to be added to the 
Prime cost of each of its products. 

But there is a danger of allowing for these risks more than 
once. When a farmer has calculated the expenses of raising 
any particular crop with reference to an average year, ho 
must not count in addition insuiunce against the risk that 
the season may be bad, and the crop a failure : for in taking 
an average year, he has already set off the chances of 
exceptionally good and bad seasons against one another. 
When the earnings of a ferryman have been calculated on the 
average of a year, allowance has already been made for the 
risk that he may sometimes have to cross the stream with au 
empty boat. 

When a manufacturer has taken the average of his sales 
of dress materials over a long time, and based his future 
action on the results of his past experience, he has already 
allowed for the lisks that the machinery will be depreciated 
by new inventions that will render it nearly obsolete and that 
his goods will be depreciated by changes in fashion. If he 
were to allow separately for insurance against these risks, he 
would be counting the same thing twice over. 
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This discussion of the i-isks of trade has again brought 
before us the fact that the value of a thing, though it tends 
to equal its normal (money) cost of production, does not 
coincide with it at any particular time, save by accident. 
The value in use of a bell with a flaw in it is very little ; it 
can be used only as old metal and therefore its price is only 
that of the old metal in it. When it was being cast the 
same trouble and expense were incurred for it as for other 
bells which turned out sound. Its Expenses of production 
were the same as those of sound bells : but they have great 
value in use and are therefore sold at a high price. The price 
of each particular bell is limited by its value in use ; what 
the Law of Normal Value states is that the price of cracked 
bells and sound bells together must in the long run cover the 
expenses of making bells. 
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CHAPTER VIII. 

SHORT NOTES ON SEVERAL PROBLEMS. 

§ 1. Wb are now at the end of that part of the general 
theory of value which can be presented in an easy form. But 
a word or two may be said here as to the general drift of a 
few doctrines, the investigation of which belongs to an ad- 
vanced course of study. 

In Appendix C it is shortly argued that the so-called 
“rent” of a house, after deducting for the value 
Quasi-rente. which it is built, is really profits 

on capital invested in building: but that such profits, and 
also the profits earned by machinery and other appliances for 
production, have something in them of the nature of rent; 
and that when short periods of time are under consideration 
they may properly bo regarded as Qiiasi-rmits. 

The average income earned by the machinery in normal 
times is pretty sure to be about enough to give a moderate 
return of net profits. For if it gave but a very poor profit, 
capital would leave the trade ; and if it gave a very high profit, 
capital would flow into the trade, and by its competition 
bring the rate of profits down to the normal level. But this 
argument assumes that the trade is open. It is not applicable 
to a monopoly. 

§ 2. A monopolist may be, and often is, influenced by 
many other motives than the immediate desire 
Monopolies. gain. But in so far as he is governed by this 
motive, he will endeavour to keep the price of his commodity 
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at the level which will give him the greatest net revenue. If, 
for instance, a steam-feriy company with a practical monopoly 
of a short cut between a town and its suburb could get 2,000 
passengers weekly at a fare of 3<Z., 4,000 at 2cf., or 10,000 at 
\d . ; and if it calculated that its working expenses would be 
at the rate of 2d. for the first number, for the second, 
and |d for the third, it would be likely to fix the fare at 2d, 
For the figures would stand thus : 


Fare. 

Number 

carried. 

Cost per 
head. 

Net 

revenue. 

3d. 

2,000 

2d. 

2,000d. 

2d. 

4,000 

IJd. 

3,000d. 

Id. 

10,000 

Id. 

2,500d. 


It would thus get a higher revenue with a fare of 2d!,, 
than with either 3d. or Id. 

If, however, it could be induced to lower its fare to Id., 
the 4,000 people who had paid the 2d. would gain 4,000d. net ; 
and the 6,000 people who would walk round rather than pay 
2d., but would pay Id. rather than walk, would also derive a 
benefit from the change. If we put the aggregate value of 
this benefit to them at 2,000d., we find that a change which 
took but SOOd. from the net income of the ferry company 
would confer G,000d. worth of benefit, or consumers’ surplus 
as we have called it, on the public. This case illustrates the 
starting point of many intere-sting problems ^ 

§ 3. The striking features of the case of the ferry are 
derived from the fact that a great number of indirect 
passengers can be carried at a lower cost per 
head to the company than a small number. And demand, 
it may be observed that in any branch of production which is 
free from monopoly and in which this rule holds (or in tech- 
nical terms which shows a tendency to Increasing Return), an 

^ The practical applications of snch lines of reasoning belong to a later 
stage of economic stndy: but their leading onUines are shown hy aid of 
diagrams in Princijfies, V. ziv. 
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increased demand is sure to be followed by a fall in supply 
price under the direct influence of competition; and thus 
every additional purchaser confers a benefit on others. Books, 
for instance are made cheaper, to the benefit of all concerned, 
by an increase in the demand for them. But oats are made 
dearer by an increase in the demand for them. If rich men 
kept many superfiuous horses, they would make food dearer. 
If instead they bought many books, they would enable other 
people to buy more books for a given outlay than before. 
This case also points to many interesting problems h 

1 The leading outlines of some of these are shown hy aid of diagrams in 
Principles, V. xn. and xm. 
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BOOK VI. 

VALUE, 

OR 

DISTRIBUTION AND EXCHANGE. 
CHAPTER I. 

PRELIMINARY SURVEY OF DISTRIBUTION AND EXCHANGE. 

§ 1. The keynote of this Book is in the fact that free 
human Lelngs are not brought up to their work on the same 
principles as a machine, a horse, or a slave. If they were 
there would be very little difference between the 
distribution and the exchange side of value ; for Book vi. 
then the return to each agent of pi'oduction would “* “ whole, 
only just suffice on the average to cover its expenses of 
production with wear and tear, etc. : — on the average ; i.e. 
after allowance had been made for casual failures to adjust 
supply to demand. But as it is, our growing power over nature 
makes her yield an ever larger surplus above necessaries ; and, 
though this might be absorbed by a very rapid increase of 
population, yet in fact population in a modern civilized 
country does not increase rapidly up to the means of subsist- 
ence; and all save the poorest do in fact enjoy a growing 
suiplus above mere necessaries. There remain therefore the 
questions: — ^What are the general causes which govern the 
distribution of this surplus among the people 1 What part 
is played by conventional necessaries, i.e. the Standard of 
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Comfort! What by the influence which methods of con- 
sumption and habits of life exert on efiiciencyj by wants 
in relation to activities, i.e. by the Standard of Life! What 
by the many-sided action of the principle of substitution, 
and by the struggle for survival between hand-workers and 
brain- workers of different classes and grades ? What by the 
power which the use of capital gives to those in whose hands 
it is! What share of the general flow is turned to remune- 
rate those who work and “wait,” as contrasted with those 
who work and consume at once the fniits of their endeavours! 
An attempt is made to give a broad answer to these and 
some similar questions. 

The problem of distribution is difficult : no solution of it, 
The problem which is simple, can bo true. Closer study has 
difficult; shown that what professed to be easy answers 

illustrations to it, were really partial answers to imaginary 
needed. questions that might have arisen in other 

worlds than ours in which the conditions of life were 
very simple’. But yet the work done in answering these 
questions was not wasted : for a very difficult problem can 
best be solved by being broken up into pieces ; and each of 
tliese simple questions contained a part of the great and 
difficult problem whicli we have to solve. Let us profit by 
this experience and work our way by successive steps. 

§ 2. Let us begin by studying the influence of demand on 
First all earnings of labour, drawn from an imaginary 

supposed world in which everyone owns the capital that 
equ^and**' him in his labour; so that the problem of 

interchange- tije relations of capital and labour does not arise 
able: popula- . mi i i 

tion station- in it. That IS, let US suppose that but little capital 

is used ; while everyone owns whatever capital he 
does use, and the gifts of nature are so abundant that they are 
free and unappropriated. Let us suppose, further, that everyone 
is not only of equal capacity, but of equal willingness to work, 
1 Compan) Appendix D. S I. 
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and does in fact ■work equally hard : also that all work is un- 
skilled, — or rather unspecialized in this sense, that if any two 
people were to change occupations, each would do as much and 
as good work as the other had dona Lastly, let us suppose that 
eveiyone produces things ready for sale without aid, and that 
fie himself disposes of them to their ultimate consumers : so 
that the demand for everything is direct. 

In this case the problem of value is very simple. Things 
exchange for one another in proportion to the labour spent 
in producing them. If any one thing runs short in supply, 
it may for a short lime sell for moi-e than its normal price : 
it may exchange for tilings the production of which had 
required more labour than it had; but, if so, people will 
at once leave other work to produce it, and in a very short 
time its value will fall to the normal level. Therefore, though 
there may be slight temporary disturbances, yet as a rule 
everyone’s earnings will be equal to those of everyone else. In 
other words, each will have an equal share in the net sum 
total of things and services produced ; or, os we may say, 
the real National Income or Nivklend, This will constitute 
the demand fur labour ; and may be called the common 
Wages-Fund or Earnings-Fund, or better still Earnings- 
stream ; since a Fund fails to suggest the constant flow of 
new goods into the world through supply, which flow out 
again thi’ough demand and consumption. 

If a new invention should double the efficiency of work in 
any trade, so that a man can make tu’ice as many things of a 
certain kind in a year without requiring additional appliances, 
then those things will fall to half their old exchange value. 
The effective demand for everyone’s labour will be a little 
increased ; and the share which he can draw from the common 
earnings-stream will be a little larger than before. Ho may if 
he chooses take twice os many things of this particular kind, 
together with his old allowance of other things : or he may 
take somewhat more than before of everything. If there be an 
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increase in the efficiency of production in many trades, the 
common earnings-stream or dividend will be considerably 
larger; the commodities produced by those trades will be 
given more largely in exchange for those produced by other 
trades ; and this will of course increase the purchasing power 
of everyone’s earnings. 

§ 3. Nor will the position be greatly changed if we 
suppose that some specialized skill is required in each trade, 
provided other things remain as before : that is, provided the 
workers are still supposed to be all of equal capacity and 
Next sup- industry, and all trades to be equally agreeable 
each haVhia equally easy to be learnt. The normal rate 

own trade. of eamings win still be the same in all trades ; 
for if a day’s labour in one trade produces things that sell for 
more than a day’s labour in others, and this inequality shows 
any signs of lasting, people will bring up their children by pre- 
ference to the favoured trade. The productive power of the 
community will have been increased by the division of labour; 
the common National Dividend or Eamings-stream will be 
larger; and as, putting aside passing disturbances, all will 
share alike in it, each will be able to buy W'ith the fruits of 
his own labour things more serviceable to him than he could 
have produced for himself. 

In this stage, as in those considered before, it is still true 
that the value of each thing corresponds closely to the amount 
of labour spent upon it; and that the earnings of everyone 
are governed simply by the bounty of nature and the progress 
of the arts of production. 

§ 4. Next, let us look at the influence of changes in the 


Next allow D-Umbers of the population on their earnings'. We 
for a growth of are still supposing all labour to be of the same 
population. grade ; so that, as in the last section, the normal 


rate of earnings will still be the same in all trades : because. 


^ It will be recollected tli&t the reciprocal inflaence of earuings upon popu- 
lation is to be reckoned with in the following chapter. The reasonings of this 
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if a day’s labour in one trade produced things that sold for 
more than a day’s labour in others, and this inequality shoved 
any signs of lasting, people would bring up their children by 
preference to the favoured trade. In this case then, as before, 
the national income will be divided out equally to each family, 
save for some slight passing inequalities ; and, therefore, every 
improvement in the arts of production or transport, every new 
discovery, every new victory over nature will increase equally 
the comforts and luxuries at the command of each family. 

But this case differs from the last; because in this case, 
the increase of population, if maintained long enough, must 
ultimately outgrow the improvements in the arts of production, 
and cause the law of diminishing return to assert itself 
in agriculture. That is to say, those who work on the land 
wiU get less wheat and other produce in return for their labour 
and capital. An hour's labour will represent a less quantity 
of wheat than before throughout the agricultural trades, and 
therefore throughout all other trades; since all labour is of 
the same grade, and earnings are therefore as a rule equal in 
all trades. 

Purther we must note that the surplus or rental value of 
land will tend to rise. For the value of any kind of produce 
must equal that of the labour, aided on our supposition by a 
uniform quantity of capital throughout, which is required to 
produce it on the margin of cultivation’. More labour and 
capital than before will be needed to raise a quarter of 
wheat <fec. on the margin ; and therefore the wheat ifeo., which 
is returned by nature to the labour applied \mder advan- 
tageous circumstances, will have a higher value relatively to 


section apply to any growtli of population however canseA, for instance to one 
caused by advance of medical science, and a consequent lessening of the death 
rate. 

^ The marginal application of labour may be on land that will barely repay 
any labour at all; or it may be that coltivatioii of fertile land which is only 
just remunerative. See Book iv. Cb. lu. § 2. 
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that labour and capital than before : or, in other words, it will 
yield a larger surplus value over that of the labour and capital 
used in raising it. 

This surplus will go to the private owner of the land, 
if there is one : though of course it might conceivably be 
appropriated to public uses : or conceivably everyone might 
have an equal share of land. 

§ 5. Let us now drop the supposition that labour is so 
Next allow for ensure equal remuneration for equal 

differences in efforts, throughout the whole of society ; and let 
grade. approach much nearer to the actual condition 

of life by supposing that labour is not all of ono industrial 
grade, but of several. Let us suppose that parents always 
bring up their children to an occupation in their own grade ; 
that they have a free choice within that grade, but not outside 
it. In the next chapter wc shall have to consider what causes 
are likely to govern the increase of numbers in each grade ; 
but whatever be those causes, it is clear that the share of each 
of the members of any grade, or other industrial comjiartment, 
will be the higher, the fewer the number of those members 
and the greater the need for their services on the part of the 
community and especially of rich people. 

Suppose for instance artists to form a grade or caste by 
themselves ; then their earnings will be governed, j’urtly by 
their own numbers, partly by the resources which the populii- 
tioii have available for spending on such gratihcatioiis as 
artists can supply for them, and partly by their desire for 
such gratifications. 

§ 6. We may now leave the imaginaiy world, in which 
We return to every One owns the capital that aids him iii 
Mnsidertniy Work j and rotum to our own, where the 
demand. relations of labour and capital play a great ^^art 
in the problem of distribution ■, and where the action of eco- 
nomic forces is largely directed by a set of men who specialize 
themselves in the organization of business. 
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Ic is chiefly their agency in the modem world which 
justifies the common sayings of every-day life, Principle of 
that “eveiy thing tends to find its own level,” 
that “ most men earn just about what they are common say- 
worth,” and “ if one man can earn twice as much biwhuTM ” 
as another, that shows that his work is worth 
twice as much,” that “machinery will displace level, 
manual labour whenever it can do the work cheaper.” If 
there are two methods of obtaining the same result, one by 
skilled and the other by unskilled labour, that one will be 
adopted which is more efficient in proportion to its cast. 
There will be a margin on which either will be indifferently 
applied, and on that margin the efficiency of each wUl be in 
proportion to its cost. 

Again, there will bo a rivalry between hand-power and 
machine-power similar to that between two different kinds 
of hand-power or two different kinds of machine-power. 
Thus hand-power has the advantage for some operations, as, 
for instance, for weeding out valuable crops that have an 
irregular growth ; horse-power in its turn has a clear advan- 
tage for weeding an ordinary turnip-field; and the applica- 
tion of each of them will be pushed till any further use of it 
would bring no net advantage. On the margin of indifference 
as between hand-power and horae-power their prices must be 
proportionate to their efficiency; and thus the principle of 
Substitution will have established a direct relation between 
the wages of labour and the price that has to be paid for 
horse-power*. 

I See above, Book v. Cli. in. and iv. It vill be remembered that, so far 
as the knowledge and business enterprise of the producers reach, they will in 
each case choose those factors of production which are best for their purpose: 
the sum of the prices which they pay for those factors which ore nsed is, as a 
rule, less than the sum of the prices which they would have to pay for any 
other set of factors which could be substituted for them; whenever it appears 
to the producers that this is not the case, they ^rill, as a rule, set to work to 
substitnte the less expensive method. The margin of profitableness is not to 
be regarded as a mere point on any one fixed line of possible investment ; but 
as a boundary line of irregular shape catting one after another every possible 
line of investment. Bee especially pp. 19S, 196, 205, 206. 
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As a rule many kinds of labour, of raw material, of 
machinery and other plant, and of business organization both 
internal and external, go to the production of a commodity : 
and the advantages of economic freedom are never more 
strikingly manifest than when a business man endowed with 
genius is trying experiments, at his own risk, to see whether 
some new method, or combination of old methods, will be 
more efficient than the old. 

Every business man indeed is constantly endeavouring 
to obtain a notion of the relative efficiency of every agent of 
production that he emplo5'S ; as well as of others that might 
possibly be substituted for some of them. He 
Net product, gstinjates as best he can how much net product 
will be caused by a certain extra use of any one agent. By 
net product is meant net addition to the total value of his 
product, after deducting for any extra expenses that may be 
indirectly caused by the change, and adding for any incidental 
savings. Ho endeavours to employ each agent up to that 
margin at which its net product would no longer exceed the 
price he would have to pay for it; he works generally hy 
trained instinct rather than formal calculation ; and it would 
be too long a task here to write out in slow reasonings the 
quick thoughts that pass through his mind. But all his 
i-eckonings are substantially similar to those which he 
makes in the case in which he is in doubt whether he has 
enough labour to turn his stock, machinery and other trade 
appliances to good account; and whether he could not, by 
hiring one more man, increase the production by more than 
the equivalent of his wages, without having to supply ad- 
ditional capital in any other way 

§ 7. So far we have considered chiefly the demand for 
labour. But it may be well to push a little further our 
illustration of the nature of the demand for capital for any 
use ; and to observe the way in which the aggregate demand 
for it is mode up of the demands for many different uses. 
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To fix the ideas, let us take some particular trade, say 
that of hat-making, and inquire what determines mustration of 
the amount of capital which it absorbs. Sup- the demand for 
pose that the rate of interest is 3 per cent, per particular* 
annum on perfectly good security ; and that the “'ade. 
hat-making trade absorbs a capital of one million pounds. 
This implies that there is a million pounds’ worth of capital 
which the hat-making trade can turn to so good account that 
they would pay 3 per cent, per annum nei for the use of it 
rather than go without it. 

Some things are necessary to those engaged in the trade; 
they must have not only some food, clothing, and house-room, 
but also some Circulating capital, such as raw material, and 
some Fixed capital, such as tools and perhaps a little ma- 
chineiy. And though competition prevents anything more 
than the ordinary trade profit being got by the use of this 
necessary capital ; yet the loss of it would be so injurious that 
those in the trade would have been willing to pay 50 per cent, 
on the capital, if they could not have got the use of it on 
easier terms. There may be other machinery which the trade 
would have refused to dispense with if the rate of interest had 
been 20 per cent, per annum, but not if it had been higher. 
If the rate had been 10 per cent., still more would have been 
used ; if it had been 6 per cent., still more ; if 4 per cent., 
still more; and finally the rate being 3 per cent, they use 
more still. When they have this amount, the marginal utility 
of the machinery, i.e. the utility of that machinery which 
it is only just worth their while to employ, is measured by 
3 per cent. 

A rise in the rate of interest would diminish their use 
of machinery ; for they would avoid the use of all that did 
not give a net annual sui'plus of more than 3 per cent, on its 
value. And a fall in the rate of interest would lead them to 
demand the aid of more capital, and to introduce machineiy 
which gave a net annual surplus of something less than 3 per 

M. y 
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cent, on its value. Again, the lower the rate of interest, the 
more substantial will be the style of building used for the 
hat-making factories and the homes of the hat-makers ; and 
a fall in the rate of interest will lead to the employment of 
more capital in the hat-making trade in the form of larger 
stocks of raw material, and of the finished commodity in the 
hands of retail dealers'. 

The methods in which capital will be applied may vary 
Variety In much even witliin the same trade. Each under- 
dem^and'for^ taker having regard to his own means, will push 
capital. the investment of capital in his business in each 

several direction until what appears in his judgment to be the 
margin of profitableness is reached ; and that margin is, as we 
have said, a boundary line cutting one after another every 
possible line of investment, and moving irregularly outwards 
in all directions whenever there is a fall in the rate of interest 
at which extra capital can be obtained. Thus the demand for 
the loan of capital is the aggregate of the demands of all 
individuals in all trades ; and it obeys a law similar to that 
which holds for the sale of commodities ; just as there is a 
certain amount of a commodity which can find purchasers 
at any given price, and when the price rises the amount 
that can be sold diminishes, so it is with regard to the use 
of capital. 

And as with borrowings for productive purposes, so with 
those of spendthrifts or Governments who mortgage their future 
resources in order to obtain the means of immediate expendi- 
ture. It is true that their actions are often but little governed 
by cool calculation, and that they frequently decide how much 
they want to borrow with but little reference to the price they 
will have to pay for the loan; but still the rate of interest 
exercises a perceptible influence on borrowings even of this 
kind. 

* On Jevoiis’ doctrine of the “AdvantBge of Capital to Industry," see 
trinciiAea, £d. ui, p. 487. 
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§ 8. To sum up the whole in a comprehensive, if difficult, 
statement; — Every agent of production, land, provisional 
machinery, skilled labour, unskilled labour, &c., conclusion, 
tends to be applied in production as far as it profitably can 
be. If employers, and other business men, think that they 
can get a better result by using a little more of any one agent 
they will do so. In this they do on a large scale just what we 
have seen the housewife doing on a small scale ; they estimate 
the net product (that is the net increase of their total output 
after allowing for incidental expenses) that will be got by a 
little more outlay in this direction, or a little more outlay in 
that I and if they can gain by shifting a little of their outlay 
from one direction to another, they do so’. 

Thus then the uses of each agent of production are 
governed by the general conditions of demand in Marginal 
relation to supply : that is, on the one hand by 
the urgency of all the uses to which the agent value, 
can be put, taken together with the means at 
the command of those who need it ; and, on the together 
other hand, by the available stocks of it. And by the 
equality is maintained between its values for each . 

use by the constant tendency to shift it from in relation 
uses, in which its services are of less value 

t It niay be well to compare stei> by step the cnee of the housewife, dle- 
tributiug her wool between its various uses for direct domestic consumption, 
and the capitalist cmxiloycrs distribnting tlio general resources of the com- 
niuiiity in iiroduction, and for ease of comxmrison the opening paragraph of 
Book III. Cli. V. is reproduced here: — The primitive housewife flndmg that she 
has a limited number of hanks of yam from the year’s shearing, cousidors all 
the domestic wants for clothing and tries to distribute the yam between them 
in such a way as to contribute as mnch as possible to the family well-being. 
6be will think she has failed if, when it is done, she has reason to regret that 
she did not apply more to makmg, say socks, and less to vests. That would 
mean that she had miscalculated the points at which to suspend the making 
of socks and rests respectively; that she had gone too far in the case of vests, 
and not far enough in that of socks; and that therefore at the points at which 
she actually did stop, the utility of yam turned into socks was greater than 
that of yam turned into vests. But if, on the other hand, she hit on the 
right points to stop at, then she made just so many socks and vests that she 
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to otheis in which they aie of gi eater value, in accordance 
with the pimoiple of substitution 

If less use is made of unskilled labour or any agent, the 
reason will be that at some point at which people were on 
the margin of doubt whether it was worth while to use that 
agent, they have decided that it is not worth their while 
That IS what is meant by saying that we must watch the 
marginal uses, and the maigtnal efliciency of each agent 
We must do so, simply because it is only at the margin that 
any of those shiftings can occur by which changed relations of 
supply and demand manifest themselves ' 

got an equal amount of good out of the last bundle of yarn that she apphed to 
socks and the last she applied to i ests 

1 Some Clitics of the modem doctrine of value have misunderstood its 
character and supposed that it repiesents the marginal use of a thing as 
goieimtirj the value of the whole It is not so , the modem doctiine says we 
must go to the maigia to atiidg the action of those forces lohich goietn the 
value of the whole and that is a very diffeieiit affair Of course the with 
drswal of iron fiom any of its necessary uses would have just the same 
mfluence on its value as its withdrawal from its marginal uses; in the same 
way as, in the case of a boiler for cooking under high pleasure, the pressme m 
the boiler w ould be affected bv the escape of any other steam just as it w ould 
by the escape of the steam in one of the safety volv es But m fact the stevm 
does not escape eveept through the safety valves, and iron, or any other 
a^eiit of production, is not thrown out of use eacept at pomts on its marguivl 

U3>-S 

The doctiine of net jnoduef is full of dilBcnlties whiih cannot be adequately 
tieited in a shoit treatise They are discussed ui /'itncyiles (bfth edition), 
V VIII — \iniidAI I 



245 


CHAPTER IL 

PRELIMINARY SURVEY OF DISTRIBUTION AND EXCHANGE, 
CONTINUED. 

§ 1. In the last chapter we confined our attention to the 
manner in which the national income is distributed among 
the various agents of production, in accordance with the 
quantity of each agent, and the services which it renders. 
We have now to consider the other side of the problem, viz. 
the influence which the remunemtion of each agent exerts on 
the supply of that agent. 

When a man is fresh and eager, and doing work of his 
own choice, it really costs him nothing. For as 
some socialists have urged with pardonable ex- yields 
aggeration, few people know how much they 
enjoy moderate work, till something occurs to prevent them 
from working altogether. But rightly or wrongly, most 
persons believe that the greater part of the work which 
they do, when earning their living, yields them no surplus 
of pleasure ; but on the contrary costs them something. They 
are glad when the hour for stopping arrives : perhaps they 
forget that the earlier hours of their work have not cost them 
as much as the last. 

The longer a man works, or even is on duty, the greater 
is his desire for a respite, unless indeed he has become 
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Increased 

remuneration 

generally 

stimulates 

to increased 

exertions. 


numbed by bis workj while every hour’s additional work 
gives him more pay, and brings him nearer to 
the stage at which his most urgent wants aie 
satisfied ; and the higher the pay, the sooner 
this stage is reached. It depends then on the 
individual, whether with growing pay new wants 
arise, and new desires to provide comforts for others or for 
himself in after years j or he is soon satiated with those 
enjoyments that can be gained only by work, and then craves 
more rest, and more opportunities for activities that are them- 
selves pleasurable. No universal rule can be laid down; but 
experience seems to show that the more ignorant and phleg- 
matic of races and of individuals, especially if they live in a 
southern clime, will stay at their work a shorter time, and 
will exert themselves less while at it, if the rate of pay rises 
so as to give them their accustomed enjoyments in return fur 
less work than before. But those whose mental horizon is 
wider, and who have more firmness and elasticity of character, 
will work the harder and the longer the higher the rate of 
pay which is open to them ; unless indeed they prefer to 
divert their activities to higher aims than work for material 
gain. But this point will need to be discussed more fully 
under the head of the influence of progress on value. On the 
whole then we may conclude that increased remuneration 
causes an immediate increase in the supply of efficient work, 
as a rule; and that the exceptions to this rule, though 
significant, are seldom on a large scale. 

§ 2. When however we turn from the immediate influence 
exerted by a rise in wages on the work done by an individual 
to its ultimate effect after a generation or two, the result is 
less uncertain. It is indeed true that, though a 
temporary improvement will give a good many 
young people the opportunity to many and set 
up house, for which they have been waiting ; yet 
a permanent increase of prosperity is quite as 


Supply of 

efficient 

labour 

dependent 

mainly on 

earnings. 
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likely to lower as to raise the birth-rate. But on the other 
hand, an increase of wages is almost certain to diminish the 
death-rate, unless it has been obtained at the price of the 
neglect by mothers of their duties to their children. And 
the case is much stronger when we look at the influence of 
high wages on the physical and mental vigour of the coming 
generation. 

For there is a certain consumption which is strictly 
necessary for each grade of work in this sense, that if any of 
it is curtailed the work cannot be done efficiently : the adults 
might indeed take good care of themselves at the expense of 
their children, but that would only defer the decay of effici- 
ency for one generation. Further, there are conventional 
necessaries, which are so strictly demanded by custom and 
habit^ that in fact people generally would give up much of 
their necessaries, strictly so called, rather than go without the 
greater part of these. Thirdly, there are habitual comforts, 
which some, though not all, would not entirely relinquish even 
when hardly pressed. Many of these conventional necessaries 
and customary comforts are tl)o embodiment of material and 
moral progress, and their extent varies from age to age and 
from place to place. The greater they are, the le.ss economical 
is man as an agent of pi-oduction. But, if they are wisely 
chosen, the greater they are the better for man ; and that is 
the important matter. For man liimself is always the sole 
end of production. 

Any increase in consumption that is strictly necessary to 
efficiency pays its own way and adds to, os much as it draws 
from, the national dividend. But an increase of consumption. 


that is not thus necessary, can be afforded only influenca 

through an increase in man’s command over 

nature : and that can come about through ad- ui earninga. 


vance in knowledge and the arts of production, through im- 


proved organisation and access to larger and richer sources 
of raw material, and lastly through the growth of capital 
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and the material means of attaining desired ends in any 
form. 

Thus the question how closely the supply of labour 
responds to the demand for it, is in a great measure resolved 
into the question how great a part of the present consumption 
of the people at large consists of necessaries, strictly so 
called, for the life and efficiency of young and old ; how much 
consists of conventional necessaries which theoretically could 
be dispensed with, but practically would be preferred by the 
majority of the people to some of those things that were really 
necessary for efficiency ; and how much is really superfluous 
regarded as a means towards production, though of course 
part of it may be of supreme importance regarded as an end 
in itself. 

The earlier French and English economists classed nearly 
all the consumption of the working classes under the first 
head*. They did so, partly for simplicity, and partly because 
those classes were then poor in England and very pour in 
Prance; and they inferred that the supply of labour would 
correspond to changes in the effective demand for it in the 
same way, though of course not quite as fast as that of 
machinery would. And an answer not very different from 
theirs must be given to the question with regard to the less 
advanced countries even now. Por throughout the greater 
part of the world the working classes can afford but few 
luxuries and not even many conventional necessaries; and 
any increase in their earnings would result in so great an 
increase of their numbers as to bring down their earnings 
quickly to nearly the old level at their mere expenses of 
rearing. Over a great part of the world wages are governed, 
nearly after the soHjalled iron or hraaen law, which ties them 
close to the co.st of rearing and sustaining a rather inefficient 
class of labourers. 

As regards the modem western world the answer is 
> Compare Appendix D. S 1. 
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materially different ; so great has been the recent advance in 
knowledge and freedom, in vigour and wealth, and in the 
easy access to rich distant fields for the supply of food and 
raw material. But it is still tiue c\en in England today 
that much the greater part of the consumption of the main 
body of the population conduces to sustain life aud vigour, 
not perhaps in tlie most economical manner, but yet without 
any great waste. Doubtless some indulgences are positively 
harmful, but these are diminishing relatively to the rest; 
the chief exception perhaps being that of gambling. Most 
of that expenditure which is not strictly economical as a 
means towards efficiency, yet helps to form habits of ready 
resourceful enterprise, and gives that variety to life without 
which men become dull and stagnant, and achieve little 
though they may plod much , and it is well recognized that 
even in western countries skilled labour is generally the 
cheapest where wages are the highest It may be admitted 
that the industrial development of Japan is tending to show 
that some of the more expensive conventional necessaries 
might conceivably be given up without a corresponding 
diminution of efficiency but, though this experience may be 
fruitful of far reaching results in the future, yet it has little 
bearing on the past and the present It remains true that, 
taking man as lie is, and has been hitherto, in the western 
world the earnings that aie got by efficient labour aie not 
much above the lowest that are needed to cover the expenses 
of rearing and training efficient woikers, and of sustaining 
and bringing into activity their full energies'. 

> On all locomotives there is some In ass or copper work designed putly 
for oiiiament, and winch could be omitted or displaced without an; loss to the 
eSicienc; of the steam engine Its amount dues in fact laiy with the taste ot 
the officials who select the patterns tot the engines of different railways But 
it might happen that custom reqnii ed such expenditure ; that the custom would 
not yield to aignment, and that the railway companies could not venture to 
offend agamst it In that case, when dealing with periods doling which the 
custom ruled, we should have to include the cost of that ornamental metal 
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We conclude then that an increase of wages, unless earned 
under unwholesome conditions, almost always increases the 
strength, physical, mental and even moral of the coming 
generation; and that, other things being equal, an increase 
in the earnings that are to be got by labour increases its rate 
of growth; or, in other words, a rise in its demand price 
increases the supply of it. If the state of knowledge, and 
of social and domestic habits be given; then the vigour of 
the people as a whole if not their numbers, and both the 
numbers and vigour of any trade in particular, may be said 
to have a supply price in this sense, that there is a certain 
level of the demand price which will keep them stationary; 
that a higher price would cause them to increase, and that 
a lower price would cause them to decrease. 

Thus again we see that demand and supply exert equally 
important influences on wages; neither has a claim to pre- 
Twofeid dominance ; any more than has either blade of a 
of either pier of an arch. Wages 

and supply tend to equal the net product of labour; its 
on wages. marginal productivity rules the demand price for 

it ; and, on the other side, wages tend to retain a close though 
indirect relation with the cost of rearing, training and 
sustaining the energy of efficient labour. Thus the supply- 
price and the demand-price of labour tend to be equal : wages 
are not governed by demand-price nor by supply-price, but 
by the whole set of causes which govern demand and supply. 

§ 3. To pass to the material agents of production : — We 
have seen how the accumulation of capital is governed by a 
great variety of causes : by custom, by habits of self-control 
The supply of realizing the future, and above all by the 

of capital. power of family affection : security is a necessary 
condition for it, and the progress of knowledge and intelligence 


work in the cost of jn^odncing a certain amount of locomotive horse-power, on 
the same level with the coat of the piston itself. And there are many practical 
problems, especially such as relate to periods of but moderate length, in which 
coDventional and real necessaries may be placed on nearly the ««TnA footing. 
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' furtliers it in many ways. But though it is affected by many 
causes other than the rate of interest; and though the 
saving of some people is but little affected by the rate of 
interest, while a few who have determined to secure an 
income of a oertain fixed amount for themselves or their 
family will save less with a high rate than with a low rate 
of interest; yet a strong balance of evidence seems to rest 
with the opinion that a rise in the rate of interest, or 
demand-price for saving, tends to increase the volume of 
saving'. 

Thus then interest, being the price paid for the use of 
capital in any market, tends towards a level such that the 
aggregate demand for capital in that market, at 
that rate of interest, is equal to the aggregate eovamed 
stock forthcoming there at that rate. If the of 
market, which we are considering, is a small »<«* demand, 
one— say a single town, or a single trade in a progressive 
country — an increased demand for capital in it will be 
promptly met by an increased supply drawn from surrounding 
districts or trades. But if we are considering the whole 
world, or even the whole of a large country os one market 
for capital, we cannot regard the aggregate supply of it as 
altered quickly and to a considerable extent by a change in 
the rate of interest. For the general fund of capital is the 
product of labour and waiting; and the extra work, and the 
extra waiting, to which a rise in the rate of interest would 
act as an incentive, would not quickly amount to much as 
compared with the work and waiting, of which the total 
existing stock of capital is the result. An extensive increase 
in the demand for capital in general will therefore be met for 
a time not so much by an increase of supply, os by a rise in 
the rate of interest; which will cause capital to withdraw 
itself partially from those uses in which the need for it is 
least urgent. It is only slowly and gradually that the 
1 $ea Book ly. Ch. vn. stunmarized in § 6. 
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Land is on 
a different 
footing from 
other agents 
of production. 

land itself. 


rise in the rate of interest will increase the total stock of 
capital. 

§ 4. We here take “Land” to include all those agents of 
production which are supplied freely by nature in quantities 
less than man needs. And land is on a different 
footing from man himself and those agents of pro- 
duction which are made by man ; among which 
are included improvements mode by him on the 
For while the supplies of all other agents of 
production respond in various degrees and various ways to 
the demand for their services, land makes no such response. 
Thus an exceptional rise in the earnings of any class of 
labour, tends to increase its numbers, or efficiency, or both ; 
and the increase in the supply of efficient work of that class 
tends to cheapen the services which it renders to the com- 
munity. If the increase is in their numbers then the rate of 
earnings of each will tend downwards towards the old level. 
But if the increase is in their efficiency; then, though they 
will probably earn moi'e per head than before, the gain to 
them will come from an increased national dividend, and will 
not be at the expense of other agents of production. And the 
same is true as regards capital : but it is not true as regards 
land. While therefore the value of land, in common with the 
values of other agents of production, is subject to those 
influences which were discussed towards the end of the pre- 
ceding chapter; it is not subject to those which have been 
brought into the reckoning in the present discussion. 

§ 5. To conclude this stage of our argument: — The net 
aggregate of all the commodities produced is itself the true 
source from which flow the demand prices fur all these com- 
modities, and therefore for the agents of production used 
in making them. Or, to put the same thing in another way, 
this national dividend is at once the aggregate net product of, 
and the sole source of payment for, all the agents of pro- 
duction within the country ; it is divided up into earnings of 
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labour j interest of capital ; and lastly the producer’s surplus, 
or rent, of land. It constitutes the whole of The earnings 
them, and the whole of it is distributed among of the several 
them; and the larger it is, the larger, other production, 
things being equal, will be the share of each of Siel'r^af^nal 
them. It is distributed among them, speaking services, 
generally, in proportion to the need which people national 
have for their several services — i.e. not the total "iwidend 
need, but the marginal need. By this is meant the need at 
that point, at which people are indifferent whether thej^ 
purchase a little more of the services (or the fruits of the 
services) of one agent, or devote further resources to purchasing 
the services (or the fruits of the services) of other agents. 

Other things being equal, each agent is likely to increase 
the faster, the larger the share which it gets, unless indeed 
it is not capable of being increased at all. But every such 
increase will do something towards filling up the more urgent 
needs for that agent; and will thus lessen the marginal need 
for it, and lower the price at which it can find a market. 
That is to say, an increase in the proportionate share, or rate 
of remuneration, of any agent is likely to bring into play 
forces, that will reduce that share, and leave a larger pro- 
portionate share of the dividend to be shared among others. 
This reflex action may be slow. But, if there is no violent 
change in the arts of production or in the general economic 
condition of society, the supply of eiich agent will be closely 
governed by its cost of production : account being taken of 
those conventional necessaries, which constantly expand as 
the growing richness of the national income yields to one 
class after another an increasing surplus above the mere 
necessaries for eificiency. 

§ 6. In studying the influence whicli increased efficiency 
and increased earnings in one trade exert on the condition of 
others we may start from the general fact that, other things 
being equal, the larger the supply of any agent of production. 
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the further will it have to push its way into uses for which 
Increaieof it IS not specially fitted; the lower will be the 
bene^m”* demand price with which it will have to be con- 

most othara. tented in those uses in which its employment is 
on the verge or margin of not being found profitable ; and, in 
BO far as competition equalizes the price which it gets in all 
uses, this price will be its price for all uses. The extra pro- 
duction resulting from the increase in that agent of production 
will go to swell the national dividend, and other agents of 
production will benefit thereby: but that agent itself will 
have to submit to a lower rate of pay. 

For instance, if without any other change, capital in- 
creases fast, the rate of interest must fall; if without any 
other change, the number of those ready to do any particular 
kind of labour increases, their wages must fall. In either cose 
there will result an increased production, and an increased 
national dividend: in either case the loss of one agent of 
production must result in a gain to others; but not neces- 
sarily to all others. Thus an opening up of rich quanies of 
slate or an increase in numbers or efficiency of quarrymen, 
would tend to improve the houses of all classes ; and it would 
tend to increase the demand for bricklayers’ and carpenters’ 
labour, and raise their wages. But it would injure the makers 
of roofing tiles as producers of building materials, more than 
it benefited them as consumers. The increase in the supply 
of this one agent increases the demand for many others by a 
little, and for some others by much ; but fur some it lessens 
the demand. 

§ 7. Now we know that the wages of any worker, say for 
instance a shoemaker, tend to be equal to the net product of 
his labour : and that since the wages of all workers in the 
Dependence same grade tend to be equal to one another, 
thr^clency therefore in a state of equilibrium every worker 
of labour. viill be able with the earnings of a hundred days’ 

labour to buy the net products of a hundred days’ labour 
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o£ other workers in the same grade with himself ; he may 
select them in whatever way he chooses, so as to make up 
that aggregate sum. 

If the normal earnings of workers in another grade are 
half as high again as his own, the shoemaker must spend 
three days’ wages in order to get the net product of two days’ 
labour of a worker in that grade ; and so in proportion. 

Thus, other things being equal, every increase in the net 
efficiency of labour in any trade, including his own, will raise 
in the same proportion the real value of that part of his 
wages which the shoemaker spends on the products of that 
trade; and other things being equal, the level of the real 
wages of the shoemaker depends directly on the average 
efficiency of the many various industries, including his own, 
which produce those things on which he spends his wages. 
If any trade rejects an improvement by which its efficiency 
could be increased ten per cent., it inflicts on the shoemaker 
an injury measured by ten per cent, of that part of his wages 
which he spends on the products of that trade. But an 
increased efficiency on the part of workers, whose products 
compete with his own, may injure him temporarily at least, 
especially if he is not himself a consumer of those products. 

Again, the shoemaker will gain by anything that changes 
the relative positions of different grades in such a way as to 
raise his grade relatively to others. He will gain by an in- 
crease of medical men whose aid he occasionally 
needs. And ho will gain more if those grades between 
which are occupied chiefly with the tasks of 
managing business, whether manufacturing, trading, or any 
other, receive a great influx from other grades : for then 
the earnings of management will be lowered permanently 
relatively to the earnings of manual work, there will be a 
rise in the net product of every kind of manual labour ; and, 
other things being equal, the shoemaker will get more of 
every commodity on which he spends those wages that repre- 
sent his owi^ net product. 
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Knowledge 
and freedom 
of competition 
are not 
assumed to 
be perfect. 


§ 8. The process of substitution, of which we have been 
discussing the tendencies, is one form of competition; and 
it may be well to insist again that we do not assume that 
competition is perfect. Perfect competition requires a perfect 
knowledge of the state of the market; and 
though no great departure from the actual facts 
of life is involved in assuming this knowledge 
on the part of dealers when we are considering 
the course of business in Lombard Street, the 
Stock Exchange, or in a wholesale Produce Market ; it would 
be altogether unreasonable to make this assumption when we 
are examining the causes that govern the supply of labour 
in any of the lower grades of industry. For if a man had 
sufficient ability to know everything about the market for 
his labour, he would have too much to remain long in a low 
grade. The older economists, in constant contact as they 
were with the actual facts of business life, must have known 
this well enough ; but they sometimes seemed to imply that 
they did assume this perfect knowledge. 

It is therefore specially important to insist that we do 
not assume the members of any industrial group to be endowed 
with more ability and forethought, or to be governed by 
motives other than those which are in fact normal to, and 
would be attributed by every well-informed person to, the 
members of that group ; account being taken of the general 
conditions of time and place. There may be a good deal of 
wayward and impulsive action, sordid and noble motives 
may mingle their threads together ; but there is a constant 
tendency for each man to select such occupations for himself 
and his children as seem to him on the whole the most 
advantageous of those which are within the range of his 
resources, and of the efforts which he is able and willing to 
make in order to reach them. 

§ 9. The last group of questions, which still remain to 
be discussed, is concerned with the relation of capital in 
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general to wages in general. It is obvious that though capital 
in general is constantly competing with labour Relations 
for the field of employment in particular trades ; gbolir 
yet since capital itself is the embodiment of in general, 
labour as well as of waiting, the competition is really be- 
tween some kinds of labour aided by a good deal of waiting, 
and other kinds of labour aided by less waiting. On the one 
side, for instance, are many who make shoes by hand, and a 
very few who make awls and other simple implements, aided 
by a little waiting j on the other are a relatively small 
number who work powerful sewing-machines which were 
made by engineers, aided by a good deal of waiting. There 
is a real and effective competition between labour in general 
and waiting in general. But it covers a small part of the 
whole field, and is of small importance relatively to the 
benefits which labour derives from obtaining cheaply the 
aid of capital, and therefore of eificient methods in the 
production of things that it needs. 

For speaking generally, an increase in the power and the 
willingness to save Avill cause the services of waiting to be 
pushed constantly further ; and will prevent it from obtaining 
employment at as high a rate of interest as before. That is, 
the rate of interest will constantly fall, unless indeed invention 
opens new advantageous uses of roundabout methods of pro- 
duction. But this growth of capital will increase the national 
dividend ; open out new and rich fields for the employment of 
labour in other directions ; and will thus more than compensate 
for the partial displacement of tlie services of labour by those 
of waiting. 

§ 10. It is to be understood that the share of the national 

dividend, which any particular industrial class re- _ . 

, , , e , . Earnings of 

ceives during the year, consists either of things labour in 

that were made during the year, or of the equi- 

valeuts of those things. For many of the things made by 

made, or partly made, during the year will remain 
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in the possession of employers and other capitalists, and be 
added to the stock of capital ; while in return the employers, 
directly or indirectly, hand over to the working classes some 
things that had been made in previous years'. 

Thus finally, capital in general and labour in general 
cooperate in the production of the national dividend, and 
draw from it their earnings in the measure of their respective 
(marginal) efficiencies. Their mutual dependence is of the 
closest j capital without labour is dead ; the labourer without 
the aid of his own or someone else’s capital would not long be 
alive. "Where labour is energetic, capital reaps a high reward 
and grows apace; and, thanks to capital and knowledge, the 
ordinary labourer in the western world is in many respects 
better fed, clothed and even housed than were princes in 
earlier times. The co-operation of capital and labour is as 
essential as that of the spinner of yarn and the weaver of 
cloth : there is a little priority on the part of the spinner ; 
but that gives him no preeminence. The prosperity of each 
is bound up with the strength and activity of the other; 
though each may gain temporarily, if not permanently, a 
somewhat larger share of the national dividend at the expense 
of the other. 

In the modern world, the employer, who may have but 
little capital of his own, acts as the boss of the great 
industrial wheel. The interests of owners of capital and 
of workers radiate towards him and from him ; and he 
holds them all together in a firm grip. He will therefore 
take a predominant place in those discussions of fluctuations 
of employment and of wages, which are deferred to the 
second volume of this treatise ; and a prominent, though 
not predominant, place in those discussions of the secondary 
features in the mode of action of demand and supply peculiar 
to labour, capital and land respectively, which will occupy the 
next eight chapters. 

1 As to the socoUed Wages-Fnnd doctrine, see Af^endix D S 
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CHAPTER IIL 

EABNINGS OS' LABOUR. 


§ 1. We have now to apply the general reasonings of 

Book V. and of the first two chapters of the present seope of the 

Book to the special problems of Earnings, Profits, present and 
,, . li-ii. thefollowdne 

and Rent; and to examine in more detail how seven 

difiPerent kinds of Labour, Capital, and Natural Chapters. 
Agents earn their several shares of the national dividend. 
The present chapter is devoted to methods of reckoning 
earnings. It is mainly a question of arithmetic or book- 
keeping: but it is not unimportant’. 

When watching the action of demand and supply with 
regard to a material commodity, we are constantly met by the 
difficulty that two things which are being sold under the same 
name in the same market, are really not of the same quality 
and not of the same value to the purchasers. Or, if the 
things are really alike, they may be sold even in the face of 
the keenest competition at prices which are nominally dif- 
ferent, because the conditions of sale are not the same : for 
instance, a part of the expense or risk of delivery which is 
borne in the one case by the seller may in the other be 
transferred to the buyer. But difficulties of this kind are 
much greater in the case of labour than of material commodi- 
ties : the true price that is paid for labour often differs widely, 
and in ways that are not easily traced, from that which is 
nominally paid. 

1 On tlio subject of this chapter compare Bchloss' MeAoda cf Indvatrial 
HemuncraHon, 
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The earnings (or wages) which a person gets in any given 
time, such as a day, a week, or a year, may be called his 
Time- Time-ewrnings (or Time-wages) : and we may then 

earnings. regard competition, or to speak more exactly, 
economic freedom and enterprise, os tending to make Time- 
earnings in occupations of equal difficulty and in neighbouring 
places (not equal, but) proportionate to the efficiency of the 
workers. 

But this phrase, “the efficiency of the workers,” has some 
Payment by ambiguity. When the payment for work of any 
Piece-work. kind is apportioned to the quantity and quality 
of the work turned out, it is said that uniform rates of 
Piece-work wages are being paid ; and if two persons work 
under the same conditions and with equally good appliances, 
they are paid in proportion to their efficiencies when they 
receive piece-work wages calculated by the same lists of prices 
for each several kind of work. If however the appliances are 
not equally good, a uniform rate of piece-work wages gives 
results disproportionate to the efficiency of the workei-s. If, 
for instance, the same lists of piece-work wages were used in 
Lancashire Cotton Mills supplied with old-fashioned machinery, 
as in those which have the latest improvements, the apparent 
equality would represent a real inequality. The more effective 
competition is, and the more perfectly economic freedom and 
enterprise are developed, the more surely will the lists be 
higher in the mills that have old-fashioned machinery than in 
the others. 

In order therefore to give its right meaning to the state- 
ment that economic freedom and enteiprise tend to equalize 
wages in occupations of the same difiBculty and in the same 
neighbourhood, we require the u.se of a new term ; and we 
may find it in Ejffunency-wages, or more broadly Ejffioie/ncy- 
Efficiency- eamitigs ; that is, earnings measured, not as 
earnings. Time-earniiigs are with reference to the time 
spent in earning them; and not as piece-work earnings are 
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with reference to the amount of output resulting from the 
work by which they are earned; but with reference to the 
severity of the tcbsh wliich wa.s imposed on the worker ; or, to 
get at the same result by another route, the exertion of 
ability and efficiency required of him. For competition tends 
to make the earnings got by two individuals of unequal effi- 
ciency in any given time, say, a day or a year, not equal, 
but unequal ; and, in like manner, it tends not to equalise, 
but to render unequal the average weekly wages in two 
districts in which the average standards of efficiency are 
unequal. Given that the average strength and energy of the 
working-classes are higher in the North of England than in 
the South, it then follows that the more completely “ compe- 
tition makes things find tlieir own level,” the more certain is 
it that average weekly wages will be higher in the North than 
in the South. 

The tendency then of economic fi-eedom and enterprise 
(or in more common phrase, of competition) to cause every 
one’s earnings to find their own level, is a tendency to 
equality of Efficiency -earnings in the same district. This 
tendency will be the stronger, the greater is the mobility of 
labour, the less strictly specialised it is, the more keenly 
parents are on the look out for the most advantageous occu- 
pations for their children, the more rapidly they are able to 
adapt themselves to changes in economic conditions, and 
lastly the slower and the less violent these changes are. 

This statement of the law is, however, still subject to a 

slight correction. For we liave hitherto supposed Low-waged 

that it is a matter of indifference to the employer raiiydearflf 

whether he employs few or many people to do a working with 
* af r r ^ expensive 

piece of work provided his total wages-bill for machinery, 
the work is the same. But that is not the case. Those 
workers who earn most in a week when paid at a given rate 
for their work, are those who are cheapest to their employers 
(and ultimately to the community, unless indeed they over- 
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strain themselves, and work themselves out prematurely). 
For they use only the same amount of fixed capital as their 
slower fellow workers ; and, since they turn out more work, 
each part of it has to hear a less charge on this account. The 
Prime costs are equal in. the two cases ; but the Total cost of 
that done by those who are more eflScient, and get the higher 
Time-wages, is lower than that dune by those who get the 
lower Time-wages at the same lute of piece-work payment. 

This point is seldom of much importance in out-of-door 
work, where there is abundance of room, and comparatively 
little use of expensive machinery ; for then, except in the 
matter of superintendence, it makes very little difference to 
the employer, whose wages-bill for a certain piece of work is 
j£100, whether that sum is divided between twenty efficient 
or thirty inefficient workers. But when expensive machinery 
is used which has to be jiroportioned to the number of 
workers, the employer would often find the total cost of his 
goods lowered if he could get twenty men to turn out for 
a wages-bill of JE50 as much work as he had previously got 
done by thirty men for a wages-bill of £40. In all matters 
of this kind the leadership of the world lies with America, 
and it is not an uncommon saying there that he is the best 
business man who contrives to pay the highest wages. 

The corrected law then stands that the tendency of eco- 
nomic freedom and enterprise is generally to equalize efficiency- 
earnings in the same district : but where much expensive fixed 
capital is used, it would be to the advantage of the employer 
to raise the Time-earnings of the more efficient workers more 
than in proportion to their efficiency. 

Of course this tendency is liable to be opposed by special 
customs and institutions, and, in some coses, by trades-union 
regulations. 

§ 2. Thus much with regard to e.stimates of the work for 
which the earnings are given : but next we have to consider 
more carefully the facts, that in estimating the real earnings 
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of an occupation account must be taken of many things 
besides its money receipts, and that on the other side of the 
account we must reckon for many incidental disadvantages 
besides those directly involved in the strain and stress of 
the work. 

As Adam Smith says, “ the Heal wages of labour may be 
said to consist in the quantity of the necessaries „ . 

1 - , I. . Real wages 

and conveniences of life that are given for it ; and Nominal 

its Nomhial wages in the quantity of money wages. 

The labourer is rich or poor, is well or ill rewarded, in pro- 
portion to the real, not to the noiniiial, wages of his labour'.”- 
But the woids “that are given for it” must not be taken to 
apply only to the necessaries and conveniences that are directly 
provided by the purchaser of the labour or its products ; for 
account must be taken also of the advantages which are 
attached to the occupation, and i-equire no special outlay on 
his part. 

In endeavouring to a.scertain the Real wages of an occu- 
pation at any place or time, the liist step is to allow for 
variations in the purchasing power of the money in which 
Nominal wages are returned; and especially we must take 
account of tliosc things on wliicli tlie c]a.ss of labour in question 
spends nio.st of its wages. Nor instance, the prices of velvet, 
of operatic entertainments and scientihe books are not very 
important to the lower ranks of industry ; but a fall in the 
price of bread or of shoe leather affects them much more 
than it does the higher ranks. 

Next, allowance must be made for all trade expenses. Thus 
from the barrister’s gross income we must deduct the rent of 
his office and the salary of his clerk : from the carpenter’s 
gross income we must deduct the expenses which he incurs for 
tools ; and when estimating tlie earnings of quarryinen in any 
district we must find out whether local custom assigns the 


1 Wealth of Nations, Book i. Cb. v. 
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expenses of tools €ind blasting powdei to them or their em 
ployers And on the other hand we must reckon in all the 
dllo'wances, and piiMleges, such as those of a cottage lent 
fiee or at a loi^ lent, and of couise fico bond and lodging 
Avhen they aie gisen' 

§ 3 Next sie haie to take account of the influences 
Uncertainty exeited On the leal late of earnings in an occupi 
of success tion by the uneeitainty of success and the in 
constancy of occupation in it 

A^e should obsiouslj stait by taking the eainings of an 
occupation as the aterage betas een those of the successful 
and unsuccessful menibei s of it , taking cai e to get the ti ue 
aaerage” "We thus olmate the necessity of making any 
sepaiate allowance foi insuiance against iisk, but account 
remains to be taken of the evil of unceitaintj For theie ue 
many people of a sober steadj going tempei, who like to 
know what is befoie them, and who would far lathei have an 
appointment which offered a certain income of say £400 a 
year than one which was not unlikely to )ield £C00, but hul 
an equal chance of affiiding only £200 Unceitaintj, theie 
fore, which does not appeal to gieat ambitions and loftj 
aspirations, has special atti actions foi veij few , while it acts 
as a deterient to many of those who aie making then choice 
of a careei And as a lule the ceitainty of model ate suect ss 
attracts moie than an expectation of an uncertain success that 
has an equal actual lal value 

But on the otliei hand, if an occupation offeis a few 

1 They slurald be counted at tlieir value to those who receiv e them, not at 
their cost to those who give them This point and the evils of the TiucL 
system aie dwelt on in Fiinciplea VI m 5 

9 If the aveiage earnings of those who are successful are £2000 a yeai, and 
of those who aie unsuccessful aie £100 a yeai the average of the whole will 
be £liU0 a yeai if the foimer gioup is as laigc as the lattei , but if as is 
perhajis the case with bairisteis, the unsuccessful aie ten tunes as uumeious 
as the successful, the true average is but £110 And fuither, many of those 
who have failed most completclv are likely to have left the occupation 
altogethei , and thus to escape beuig counted 
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extremely high prize.s, its attractiveness is increased out of 
all proportion to their aggi’egate value. For this there are 
two reasons. The first is that young men of an adventurous 
disposition arc more attiucted hy the prospeefs of great suc- 
cess than they are deterred hy the fear of failure; and the 
second is that the social rank of an occupation depends more 
on the highest dignity and the best position which can lie 
attained through it than on the average good fortune of those 
engaged in it. 

"NVe may next consider the influence which inconstancy of 
employment exerts on wages. It is obvious th.-it irregularity of 
in tho.se occupations, in which employment is employment, 
irregular, the pay must be high in proportion to the wmrk 
dune: the medical man and the shoeblack must each receive 
when at work a pay which covers a sort of retaining fee for 
the time when he has nothing to do. If the advantages oi 
their occupations are in other respects equal, and their work 
equally difficult, the bricklayer when at work must be paid a 
higher rate than the joiner, and the joiner than the railway 
guard. For work on the milways is nearly constant all the 
year j'ound ; while the joiner and the bricklayer are always in 
danger of being made idle by .slackness of trade, and the 
bricklayer's work is further interrupted by frost and rain. 
Tlie ordinary method of idlowiiig for such interruptions is to 
add up the earnings for a lung period of time and to take the 
average of them; but this is not quite satisfactory unless we 
assume that the rest and leisure, which a man gets when out 
of employment, are of no service to him directly or indirectly. 

Next we must take account of the opportunities which a 
man’s surroundings may affonl of supplementing s„ppig. 
the earnings which he gets in his chief occupa- mentaiy 
tion, by doing work of other kinds. And ac- '““'ngs. 
count may need to be taken also of the opportunities which 
these surroundings offer for the work of other members of his 
family. 
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§ 4. Thus then the attractiveness of a trade depends on 
many other causes besides the difficulty and 
tivencsBofa strain of the work to be done in it on the one 
trade depends tjig mouey-earnings to be got in it on 

TlOt OD 1 aB 

money-earn- the other. And -when the earnings in any occu- 
Net ’Ad-*'** pation are regarded as acting on the supply of 
vantages; labour in it, or when they are spoken of as being 
its supply price, we must understand that the term Earnings 
is only used as a short expression for its NH Advantages. AVe 
must take account of the facts that one trade is healthier or 
cleanlier than another, that it is carried on in a more whole- 
some or pleasant locality, or that it involves a better social 
position; as is instanced by Adam Smith’s well-known remark 
that the aversion which many people have for the work of a 
butcher, and to some extent for the butcher himself, raises 
the earnings of butchers above those of bakers. 

Of course individual ehamcter will always assert itself in 
subject to dif- estimating particular advantages at a high or a 
ferences of low rate. iSome iiensons for instance are so fond 

Cll&l'ClCtd' ^ 

tween indi- ot having a cottage to themselves that they prefer 
viduais, living on very low wages in the country 1o 

getting much higher wages in tho town; while others are in- 
difierent as to the amount of house-room they get, and are 
willing to go without the comforts of life provided they can 
procure what they regaixl as its luxuries. Personal peculi- 
arities, such as these, prevent us from predicting with cer- 
tainty the conduct of particular individuals. But if each 
advantage and disadvantage is reckoned at the average of tho 
money values it has for the class of people who would be 
likely to enter an occupation, or to bring up their children to 
it, we shall have the means of estimating roughly the relative 
strengths of the forces that tend to increase or diminish the 
supply of labour in that occupation at t/ie time and place which 
we are considering. For it cannot be too often repeated that 
grave errors are likely to result from taking over an estimate 
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of tills kind bused on the cii'cuiusta.nccs of one time and place, 
and applying it without proper precaution to those of another 
time or another place. 

Lastly, the disagreeablcnc.sa of work seems to have very 
little ellecb in raising wa^fe.s, if it is of such a between 
kind that it can he done hy tho.se whose Indus- industrial 
tiial abilities are of a very low oitler. For the 
progre.ss of sanitary .science has kept alive many people who 
are unfit for any hut the lowest grade of work. They compete 
eagerly for the compai-atively small qu.antity of work for 
wliieli they are fitted, and in their urgent need they think 
almost exclusively of the wages they can earn; they cannot 
afford to pay much attention to incidental discomforts and 
indeed the influence of their .surmundings has prepai-ed many 
of them to regard the dirtiness of an occupation as an evil of 
hut minor importance. 

And from this arises the strange and paradoxical result 
that the dirtiue.ss of some occupations is a cause An evil 
of the lowness of the wages earned in thi'iii. For paradox, 
employers find that this dirtiness adds much to the wages 
they would have to pay to get the work done hy skilled men 
of high character working with improved appliances; and so 
they often adhere to old methods which require only unskilled 
workers of hut indifierent cliairacter, and who can be hired for 
low (Time-) wages, because they are not worth much to any 
employer. There is no more urgent social need than that 
labour of this kind should l>e made scarce and dear. 
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EARVINGS OF LABOUR, CONTINUED. 

§ 1. In the liust chapter we discussed tlie difliculties of a.s- 
M»ny pecuii- cei’taiiiing the real as opposed to the nominal price 
*"tVon of **"* of labour. But now we have to study some peculi- 
demand and nrities in the action of the forces of demand and 

supply with 

regard to la- Supply with regard to labour which are of a more 
muia*ive*in' character ; since they affect not merely the 

their effects, form, but also the substance of that action. 

We shall find that the influence of many of these pecu- 
liarities is not at all to be measured by their finst and most 
obvious effects. For flaws in the industrial arrangements of 
society may be divided into two classes according as their 
effects are, or are not cumnlaliee ; that is us they do or do 
not end with the evil by which they were caused, and do or 
do not have the indirect effect of lowering the character of 
the workers or of hindering it from becoming stronger. For 
these last cause further weakness and further suffering, which 
again in their turn cau.se yet further weakness and further 
•suffering, and so on cumulatively; and conversely, high earn- 
ings, and a strong character, lead to greater strength and 
higher earnings, which again lead to still greater strength and 
still higher earnings, and so on cumulatively’. 

’ There is a similar ilistinctiuii between tbe cumulative and non. cumulative 
effects uf cnstoiii. 
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§ 2. 7'lie first point to whicli we have to direct our 
attention is the fact that human agents of pro- First pecuU- 
duction are not bought and sold as machinery ^‘^er'sells 
and other material agents of production are. his work, but- 
The worker sells his work, but he himself remains pertyin^'im- 
his own property : those who bear the expenses 
of rearing and educating him receive but very little of the 
price that is paid for his services in later years. 

Whatever deficiencies the modern methods of business 
may have, they have at least this tirtue, that he consequently 

who bears the expenses of pixiduction of material investment 

, . , , ,11. -11.,, of capital in 

goods, receives the price that is paid for them, him is limited 

He who build.s factories or steam-engines or 

houses, or rears slaves, reaps the benefit of all thought, and 

. . 1*1.1 ^ ^ 1 the unselfish- 

net services ■wnicli tliey 1 ‘eiider so long as he ness of his 
keeps them for himself ; and when he sells them P^ents. 
ho gets a price which is the estimated net value of their 
future services. The stronger and the more eftioiont he makes 
them, the better liis reward ; and therefore he extends his 
outlay until there seems to him no good reason for thinking 
that the gains resulting from any further investment would 
compcii.sate him. But the investment of capital in the rearing 
and early training of the workere of England is limited by 
the resources of parents in the varitius gnides of society, by 
their power of forecasting the future, and by their willingness 
to sacrifice themselves for the sake of their children. 

This evil is indeed of comparatively small importauco with 
regard to the higher industrial grsules. Fur in those grades 
most people distinctly realize the future, and “ discount it at 
a low rate of interest.” They exert themselves much to 
select the best careers fur their suns, and the best trainings 
for those careers ; and they are generally willing and able to 
incur a considerable expense for -the purpose. The profes- 
sional classes e.speoially, while generally eager to save some 
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capital for their children, are even more on the alert for 
opportunities of investing it in them. And whenever there 
occurs in the upper grades of industry a new opening for 
which an extra and special education is required, the future 
gains need not be very high relatively to the present outlay, 
in order to secure a keen competition for the po.st. 

But in the lower ranks of society the evil is great. For 
Disadvantages the slender means and education of the parents, 
of poor™" comparative weakness of their power of 

parents. distinctly realizing the future, prevent them from 

investing capital in the education and tniining of their 
children with the same free and bold cnterpiisc with which 
capital is applied to improving the machinery of any well- 
managed factory. Many of the children of the working- 
classes are imperfectly fed and clothed j they are housed in a 
way that promotes neither physical nor moral health ; they 
receive a school education which, though in modern England 
it may not be very bad so far as it goes, yet goes only a little 
way ; they have few opportunities of getting a broader view 
of life or an insight into the nature of the higher work of 
business, of science or of art ; they meet hard and exhausting 
toil early on the way, and for the greater part keep to it all 
their lives. At last they go to the grave carrying with them 
undeveloped abilities and faculties ; which, if they could have 
borne full fruit, would have added to the material wealth of 
the country — to say nothing of higlicr considerations — many 
times as much as would have covered the expense of providing 
adequate opportunities for their development. 

But the point on which we have specially to insist now is 
This evil is that this Bvil is cumulative. The worse fed are 
cumulative. ^he cliildren of one generation, the less will they 
earn when they grow up, and the leas will be their power of 
providing adequately for the material wants of their children ; 
and so on : and again, the less fully their own faculties are 
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developed, the loss will they realize the importance of develop- 
ing the best faculties of their children, and the less will be 
their power of doing so. And conversely any change that 
awards to the workers of one generation better earnings, 
together with lietter opportunitie-s of developing their best 
qualities, will increase the material and moral advantages 
which they have the power to offer to their children : while 
by increasing their own intelligence, wisdom and forethought, 
it will also to some extent increase their willingness to 
sacrifice their own pleasures for the well-being of their 
children j though there is much of that willingness now even 
among the poorest classes, so far <is their means and the limits 
of their knowledge will allow. 

§ 3. The advantages which those born in one of the 

higher grades of society have over those born 
• 1 . . . Startinlife. 

m a lower, consist in a great measure of the 
better introductions and the better start in life which they re- 
ceive from their parents. But the importance of this good start 
in life is nowhere seen more clearly tlian in a comparison of 
the fortunes of the sons of artisans and of unskilled labourers. 

There are not many .skilled trades to which the son of an 
unskilled lab< rarer can get easy accc.ss; and iu xhesonsof 
the large majority of cikses the son follows the artiBansand 
father’s calling. In the old-fashioned domestic 
industries this was almost a universal rule ; and, even under 
modern conditions, the father has often great facilities for 
introducing his son to his own trade. 

But tlic son of the artisan Ims further advantages. He 
generally lives in a better and cleaner house, and under 
material surroundings that are more consistent with refine- 
ment than those with which the ordinary labourer is familiar. 
His parents are likely to be better educated, and to have a 
higher notion of their duties to tlieir children ; and, last but 
not least, his mother is likely to be able to give more of her 
time to the care of her family. 
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If we compare one country of the civilized world with 
another, or one part of England with another, or one trade in 
England with another, we find that the degradation of tlie 
working-classes varies almost uniformly with the amount of 
rough work done by women. The most valuable of all capital 
is that invested in human Ijeings; and of that capital the 
most precious part is the re.sult of the care and influence of 
the mother, so long as .die i-etains her tender and unselfish 
instincts, and has not been hardened by the strain and stress 
of unfeminino work. 

§ 4. As the youth grows up, the influence of his parents 
and his schoolmaster declines ; and thenceforward to the end 
of his life his character is moulded chiefly by the nature of 
his work and the influence of those wfith whom ho associate-s 
for business, for pleasure and for i-eligious worship. 

Something has already been .said of the technical training 
The technical “dults, of the decadence of the old apprentice- 
training of the ship system, and of the difficulty of finding any- 
^n'da^n a **'" thing to take its place. Here again we meet the 
o”the'un"''*” that W'hoever may incur the expense of 

selfishness of investing capital in developing the abilities of the 
the employer, .^-orkmaii, those abilities will be the property of 
the workman himself : and thus the virtue of those who hat e 
aided him must remain for the greater part its own reward. 

It is true that high-paid labour is really cheap to those 
employers who arc aimirrg at leadirrg the race, and whose 
arrrbitiorr it is to turrr out the best work by the most advanced 
methods. They are likely to give their men high wages and 
to train them carefully ; partly because it pays them to do 
.so, and partly because the character that fits them to take 
the lead itr the arts of production is likely also to make them 
take a geirerous iirterest in the well-being of those who work 
for them. But though the iruruber of such employers is 
increasing, they are still comparatively few. 

Again, in paying his workpeople high wages and in caring 
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for their happiness and culture, the liberal employer confers 
benefits which do not end with his own genera- benefits are 
tion. For tlie children of his workpeople share cumulative, 

^ , j butaccrueonly 

in them, and grow up stronger in liocly and in part to him 
in character than otlierwise they would have 
done. The price which he has paid for labour will have borne 
the expenses of production of an increased supply of high 
industrial faculties in the next generation : but these faculties 
will be the property of others, who will have the right to hire 
them out for the best price they will fetch : neither he nor 
even his heirs ean reckon on reaping much material reward 
for this part of the good that he has done. 

§ 5. The next of those characteristics of the action of 

demand and supply peculiar to labour, which we 
1 , , „ , , Second 

have to study, lies in tlie fact that when a person peculiarity. 

sells his services, he has to present himself where f^bour mua/ 
they are delivered. It matters nothing to the deliver it him- 
seller of bricks whether they are to be used in 
building a palace or a sewer ; but it matters a great deal to 
the seller of labour, who undertakes to perform a task of 
given difficulty, whether or not the place in which it is to 
be done is a wholesome and a pleasant one, and whether or 
not his associates will be such as he cares to have. In those 
yearly hirings which still remain in some parts of England, 
the labourer inquires what sort of a temper his new employer 
has, quite a.s carefully as what rate of wages he pays. 

This peculiarity of labour is of grc.-it importance in many 
individual cases, but it does not often exert a The effects of 
broad and deep influence of the same nature as gj‘“Iiiy°* 
that last discussed. The more disagreeable the cumulative, 
incidents of an occupation, the higher of course are the wages 
required to attract people into it : but whether these incidents 
do lasting and wide-spreading hanw depends on whether they 
are such as to undermine men’s physical health and strength 
or to lower their character. When they are not of this sort, 
M, 10 
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they arc indeed evils in themselves, hut they do not generally 
cause other evils beyond themselves ; their effects are seldom 
cumulative. 

Since however no one can deliver his labour in a Jnarket 
in which he is not himself pi-esent, it follows that the mobility 
of labour and the mobility of the labourer are convertible 
terms : and the unwillingness to quit home, and to leave old 
associations, including perhaps some loved cottage and V)unal- 
groand, will often turn the sailo against a propo.sal to .seek 
bettor wages in a new place. And when the different mem- 
bers of a family arc engaged in different trades, and a migra- 
tion, which would be advantageous to one member, would ho 
injurious to others, the inseparability of the worker from his 
work considerably hinders the iwljustment of the supply of 
labour to the demajid for it. 

§ 0. Again, labour is often sohl under special disadvan- 
tages, arising from the closely connected group of 
™rthpecu- facts that labour power is “perishable,” that tlus 
Labour 'is sollcrs of it are commonly poor and have no re- 
periahebie and Serve fund, and that they cannot easily withhold 
are”fte™at a market. Perishableness is an attri- 

disadvantage bute common to the labour of all grades : the 
time lost when a worker is thrown out of employ- 
ment cannot be recovered, though in some cases his energies 
may be refreshed by rest'. 

The want of ro.scrve funds and of the power of long with- 
holding their labour from the market is common to nearly 
all grades of those whose work is chiefly with their hands. 
But it is especially true of unskilled labourers, partly because 
their wages leave very little margin for saving, partly because 
when any group of them suspends work, there are large 
numbers who are capable of filling their places. And, as we 
shall see presently when We come to discuss trade combina- 
tions, it is more difiicult for them than for skilled artisans to 
1 See above, Cb. iii. § 3. 
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1 form themselves into strong and lasting combinations ; and 
so to put themselves on something like terms of equality in 
bargaining -with their employers. For it must be remem- 
bered that a man who employs a thousand others, is in himself 
an absolutely rigid oombinatiou to the extent of one thousand 
units among buyers in the labour market. But these state- 
ments do not apply to all kmds of laboiy. Domestic servants 
though they have not large i-esci-ve funds, and seldom any 
foiinal trades-union, are sometimes better able than their 
employers to act in concert'. 

Turning next to the liighe.st grades of iiidustiy, wo lind 
that as a rule they have the ivdvantago in bargaining over 
the purchaser of their labour. Many of the professional 
classes arc richer, have larger reserve funds, more knowledge 
and rc.soluti()n, and much greater power of concerted action, 
with I'egard to the terms on which tlnjy sell their services, 
than the greater number of their clients and customers’. 

It is however certain that manuiil labourers as a class 
aro at a disadvantage in bargaining ; and that Thi* ust evil 
the clisadvaiitagc wherever it exists is likely to be cumulative. 

1 Tko total real wages of the domestic servants of fashionahle London are 
very liigh in coiniiarisoii with those of other trades lii which equal skill and 
ability are required. But those domestic servants who have no specialized 
skill, and who hire theiusclvc.s to persons with very naiTow means, have not 
been aide to iiiake even tolerahly good terms for themselves : they work very 
hard for very low wages. 

2 If further evidence were wanted that the disadvantages of bargaining 
under wbieb tbo vendor of lulHuir coiiimmily suffers, depend on bis own 
cireuiustaiiees and qualities, and not on tlie fuet that the particular thing 
vvhicb be bas to sell is labour ; such evidence could ho found by comparing tbe 
successful barrister or solicitor or physician, or opera singer or jockey with 
tbe poorer iiidepeiideut producers of vendible goods. Those, for instance, 
who in remote idaccs collect sbell-ffsb to bo sold in the largo central markets, 
have little reserve funds or knowleilge of tbo world, and of what other 
producers are doing in other parts of the country ; while those to whom they 
sell, are a small and compact hotly of wholesale dealers wdth wide knowledge 
and large reserve funds ; and in consequence tbe sellers ore at a great disad- 
vantage in bargaining. And much the same is true of the women and children 
who sell hand-made lace, and of the garret masters of East London who sell 
furniture to large and powerful dealers. 



276 


BOOK VI. CH. IV. § 6. 

cumulative in its effects. For though, .so long as there is any 
competition among employers at all, they are likely to bid for 
labour something not very much less than its real value to 
them, that is, something not very much less than the highest 
price they would pay rather than go on without it ; yet any- 
thing that lower's wages tends to lower the efficiency of the 
labourei-'s work, and therefore to lower the price which the 
employer would rather pay than go without that work. The 
effects of the labourer’s disadvantage in bargaining ai-e there- 
fore cumulative in two ways. It lowers his wages ; and as we 
have seen, this lowers his efficiency as a worker, and thereby 
lowers the normal value of his labour. And in addition it 
diminishes his efficiency as a bargainer, and thus increases the 
chance that he will sell his labour for less than its normal 
value. 
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EABNmaS OF LABOUR, CONTINUED. 


§ 1. TiiK next peculiai-ity in the action of demand and 
supply with regard to labour, which we have to pecuU- 
consider, is closely connected with some of those “"ty. siow- 
we have already discussed. It consists in the of new supplies 
length of time that is required to prepare and °*'*“'’our. 
train labour for its work, and in the slowness of the returns 
which result from this training. 

Not much less than a generation elapses between the choice 
by parents of a skilled trade for one of their Difficulty of 
children, and his reaping the full results of their **** 

choice. And meanwhile the character of the trades, 
trade may have been almost revolutionized by changes, of 
which some probably threw long shadows before them, but 
others were such as could not have been foreseen even by the 
shrewdest persons and those best accjuainted with the circum- 
stances of the trade. 

The working classes in nearly all parts of England are 
constantly on the look-out for advantageous openings for the 
labour of themselves and fheir children; and they are eager 
to learn from friends and relations who have settled in other 
districts eveiything that they can os to the wages that are 
to be got ill other trades. It is astonishing with what assiduity 
and sagacity many of them pursue their inquiries, not only as 
to the money wages to be obtained in a trade, but idso as to 
all those incidental advantages and disadvantages which have 
been discussed in the last chapter but one. But it is veiy 
difficult to ascertain the causes that are likely to detenoine 
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the distant future of the trades which they are selecting for ^ 
their children ; and there arc not many who enter on this 
abstruse inquiry. Tlio majority as.sume without a further 
thought that the condition of each trade in their own time 
sufficiently indicates what it will be in the future ; and, so far 
as the influence of this liabit extends, the supply of labour in 
a trade in any one generation tends to conform to its earnings 
not in that but in tlie preceding generation. 

Again, some parents, observing that the earnings in one 
trade have been for some yeai's rising relatively to others 
in the same grade, a.ssume that the course of change is likely 
to continue in the same direction. Jiut it often happens 
that the previous rLse was due to temporary causes, and that, 
even if there had been no exceptional influx of labour into 
the trade, the rise would have been followed by a fall instead 
of a further rise : and, if there is such an exci'ptional influx, 
the consequence may be a supply of labour .so cxce8.sive, that 
its earnings remain below tlieir noimal level for many yt'ars. 

2. But we must not omit to notice those adjustments of 
the supply of lalxjur to the demand for it, which are effected 
by movements of adults from one trade to another, one grade 
„. to anothei', and one phice to another. The move- 

ments of adult ments from one grade to another can seldom be 
labour, large scale; although it is true that 

exceptional opportunities may sometimes develop I'apidly a 
great deal of latent ability among the lower grades. Thu.s, 
for instance, the sudden opening out of a new country, or such 
an event as the American War, will raise from the lower 
ranks of labour many men who bear themselves well in 
difficult and respoiLsible po.sts. 

And the movements of adult labour from trade to trade 


are however 
of increasing 
importance. 


and from place to place can in some cases be so 
large and .sd rapid as to i-educe within a veiy 
■short compass the period which is required to 
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, eiiabJo tJio sup2)ly of labour to adjust itself to the demand. 
That general ability which is ea.sily transferable from one 
trade to another, is every year rising in importance relatively 
to that manual skill and technical knowledge wliieh are 
specialized to one branch of industry'. And thus economic 
progress brings with it on the one hand a constantly increasing 
changefulness in the methods of industry, and therefore a 
eon.stantly inci’oa.sing difficulty in predicting the demand for 
labour of any kind a genemtiou ahead ; but on the other hand 
it brings also an increasing power of remedying such en-oi'S of 
adjustment as have been niiide. 

§ 3. Thus these mai'ket variations in the price of a 
commodity are governed by the temporaiy I’e- ^ 
lations between demand and the stock that is in of earnings are 
the market or within easy access of it. When f^iefly by 
the mai'kot jn'ico so detennined is above its fluctuationa of 
normal level, those who ai-e able to bring now 
supplies into tho market in time to tidee advantage of the 
high pi'ico receive an abnonnally high rcwai'd. ]f they are 
small handici'aftsmen working on their own account, the 
whole of this I'ise in price goes to inci-ease theii' earnings. 

In the modern inilustrial worlil, however, those who 
undertako tho risks of 2 n'oduction and to whom the benefits 
of any I'iso in price, and the evils of any fall come in the 
first instance, are employers and other business men. But 
the force of competition among the eiu25loyei-s tliemselves, each 
desiring to extend his busines-s, and to get for himself as 
much as possible of the rich harvest that is to be reaped when 
their trade is prosperous, makes them consent to pay higher 
wages to their employees in oixler to obtain their services. 
Even if they act in combination, they are not likely to 
endeavour to deprive the workman of all share of the harvest 
of good times : nor if they did make tho attempt, would it be 
at all likely to .succeed. 

Thus the high wages of coal-minera during the inflation 
which culmiD|ited in 1873, were determined for the time by 
1 See Book iv. Ch. vi. § 1. 
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the rehition in whicli t)ie flemand £<«• tlieir !>ei \'ico.s skmd to 
Illustration the amount of skilled mining labour available, 
to^o'ftte'coal "'’shilled labour imported into the trade 
trade. being counted as equivalent to an amount of skilled 

labour of equal efficiency. Had it been impossible to import 
any such labour at all, the earnings of miners would have been 
limited only by the elasticity of the demand for coal on the 
one hand, and the gradujil coming to age of the rising gene- 
ration of miners on the othei-. As it was, men were drawn 
from other occupations which they were not eager to leave ; 
for they could have got high wages by staying where they 
were, since the pro.spei-ity of the coal and iron trades was but 
the highest crest of a swelling tide of credit. These new 
men wei-e unaccustomed to undergi-ound work ; its discomforts 
told heavily on them, while its dangers were increased by their 
want of technical knowledge, and their want of skill caused 
them to waste much of their strength. The limits therefore 
which their competition imposed on the rise of the temporary 
wages of miners’ skill were not narrow. 

When the tide turned, tho.se of tho new-comers who were 
least adapted fur the work, left the mines ; but even then the 
miners who i-emained were too many for the work to bo done, 
and their wage fell, till it reached that limit at which they 
could get more by selling their labour in other trades. And 
that limit was a low one ; for the swollen tide of credit, which 
culminated in 1873, had undermined solid business, impaired 
the true foundations of prosperity, and left nearly every trade 
in a nioi'e or le.s.s unhealthy and depressed condition. The 
minei-s had therefore to sell their skilled labour in markets 
which were already over full, and in which their special skill 
counted for nothing. 

S 4. To conclude this part of our argument. The market 
price of everything, i.e. its price for short periods, is deter- 
mined mainly by the relations in which the demand fur it 
stands to the available stocks of it ; and in the case of 
labour or any other agent of production this demand is 
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“ derived ” from tlie demand for those tilings which the agent 
is used in making. In these, ivlatively short periods Huetu.v 
tions in wages follow, and do not preeetle, fluctuations in the 
selling prices of the goods proiluced. 

But the incomes which are being earned by all agents 
of production, human as well as material, and those which 
appear likely to he earned by them in the future, exercise a 
ceaseless influence on those pei-sons by who.se action the 
future supplies of these agents ai-e detennined. There is a 
constant tendency towards a pusition of nonnal equilibrium, 
in which the supply of each of the.se agents shall stand in 
such a relation to the demand for its service.s, as to give to 
those who have provided the supplj’ a sufficient rewaixl for 
their efforts and sacrifices. If the economic conditions of 
the country remained .stationai-y sufficiently long, this ten- 
dency would realize itself in .such an adjustment of supply to 
demand, that both machines and human beings would earn 
generally an amount that corresponded fairly with their cost 
of rearing and training, conventional neces.saries as well as 
those things which are strictly necessary being reckoned for. 
But conventional neces.saries might change under the influence 
of non-economio causes, even wdiile economic conditions them- 
selves were stationary : and this change w'ould affect the supply 
of labour, and thus modify the national dividend and slightly 
alter its distribution. As it is, the economic conditions of the 
country are constantly changing, .and the point of adjustment 
of normal demand and .supply in relation to labour is constantly 
being shifted '. 

1 In Principles YI. v., tlie argument uf tliis last Section is imrsned more at 
length, anil willi rclurence to several diliicnilies that are ignored here. In 
particular it is argued that the extra income earned hj some natural abilities 
may he regarded as a Bent sometimes, lint nut when we are considering the 
normal earnings of a trade. This analugj is >ulid so long as we are merely 
analysing the source of the incomes of individuals, and it might even he 
carried further if persons were born with rare abilities specialised to particular 
branches of production. 
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CHAPTER VI. 

INTEREST OF CAPITAIi. 

§ 1. The main principlos of tlie action of demand and 
supply with regal’d to capital have been discussed in the first 
two chapters of this Book. We there looked back at the 
results of our earlier studies, and endeavoured to bring 
together and study in their mutual relations a number of 
separate doctrines as to capital, each of which is familiar to 
every intelligent man; though he may not be able, \vithout 
some special study, to .see their Ijearings on one another and 
the part they severally play in the great central problem of 
distribution. 

But in earlier times evcui gi-eat thinkers failed not only to 
understand the part which capital plays in this great pro- 
blem, but even to recognise clearly many of the separate 
truths which are now regaixled as common-place. They 
were impressed by oljserving that most borrowers were 
poor, that most lenders were rich; that the lenders very 
often suflered no material loss through making a loan, and 
that they often wrung exorbitant usury out of the needs of 
the poor. These facts enlisted their .sympathies; and, aided 
by some specious metaphysical reasoning, ])rnvented them 
from perceiving that he Who lends to another hands over to 
him the power of using temporarily some desirable thing, and 
that this action has as much right to payment, as the act of 
handing to him absolutely some other thing of smaller value. 
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If the first man be rich it may be liis duty in either case to 
confer fi benefit freely on his poorer neighbour without ex- 
pecting anything in return. But if a person can use £100 so 
as to produce, after allowing for his trouble, things worth £103 
net at the end of a year, there is no reason for his lending the 
£100 free of interest to another, which would not require him 
to make to that other a free present of £3. ' 

§ 2. We have seen that interest is the reward of waiting 
in the same sense that wages are the reward of labour. Mueh 
work is pleasurable ; but every one claims his full pay for all 
the work he does for others as a matter of ordinary business, 
however pleasurable it may be to himself. Similarly many 
people would wish to defer some of their enjoyments, even if 
they had to put by the money, which gives command over 
them, without hope of interest : but yet those who have the 
means of lending, will not lend gratis as a rule ; because, even 
if they have not themselves some good use to which to turn 
the capital or its equivalent, they are sure to be able to find 
others to whom its use would bo of benefit, and who would pay 
for the loan of it ; .and they stand out for the best market. 
And there always is a market, because though the stock of 
loanable wealth is increasing fast, new openings for its profit- 
able use are ever being msule by the progress of the mechanical 
arts and the opening up of new countries. 

But now we may leave these general considerations, and 
make a more detailed study t)f this notion of Into- ^et and Gross 
rest. For the interest of which we speak when 
we say that interest is the eaniings of capital .simply, or the 

1 This line of ai’gnmeiit is pursued in some detail in PrincipJea VI. vi. It 
is argned that the modem theones of Carl Marx and some others as to 
capital, repeat this old eiTor in a disguised form, and udthout the excuse 
which there was for it in earlier times: hut that with this exception, the 
history of the theory of interest has hccu one of almost continuous progress 
during the last three centuries: every giAieration has done something to 
forward it, none has be<*n able to make any fundamental change. Beasona 
are also given fur dissenting from Prof. Buhm-Bawerk’s doctrines on the 
subject. 
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reward of waiting simply, is Net interest ; but what couinionly 
passes by the name of Interest, includes other elements besides 
this, and may be called Gross interest. 

These additional elements are the more important, the lower 
Gross interest and more rudimentary the state of commercial 
ins'ura'nce”™* Security and of the organization of credit. Thus, 
against risk, for instance, in mediceval times, when a prince 
wanted to forestall some of his future revenues, he borrowed 
perhaps a thousand ounces of silver, and undertook to pay 
back fifteen hundred at the end of a year. There was how- 
ever no perfect security tliat he would fulfil the promise ; and 
perhaps the lender would have been willing to exchange that 
promise for an absolute certainty of receiving thirteen hundred 
at the end of the year. In that case, while the nominal rate 
at which the loan was made, w'as fifty per cent., the real rate 
was thirty. 

The necessity for making this allowance for insurance 
and also Earn- ^g^'^st risk is so obvious, that it is not often 
ingaofMan- overlooked. But it is less obvious that every 
agement. causes some tinuble to the lender; that when, 

from the nature of the case, the loan involves considerable 
risk, a great deal of trouble has often to be taken to keep 
these risks as small as possible ; and that then a great part of 
what appears to the borrower as interest, is, from the point of 
view of the lender, Earnings of Management of a troublesome 
business. 

At tlie present time the net interest on capital in England 
is a little under three per cent, per annum; for no more than 
that can be obtained by investing in such first-rate Stock 
Exchange securities as yield to the owner a secure income 
without appreciable trouble or expense on his part. And 
when we find capable business men borrowing on perfectly 
secure mortgages, at (say) Jour per cent., we may regard that 
gross interest of four per cent, as consisting of net interest, or 
interest proper, to the extent of a little under three per cent., 
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and of Earnings of Management by the lenders to the extent 
of rather more than one per cent. 

Again, a pawnbroker’s biisine.ss im olves next to no risk ; 
but his loans are generally made at the rate of 2.5 per cent, 
per annum, or more ; the greater part of which is really 
Earnings of Management of a troublesome business. Or to 
take a more extreme case, there are men in London and Paris 
and probably elsewhere, who make a living by lending money 
to costermongera : the money is often lent at the beginning of 
the day for the purchase of fruit, ic., and returned at the end 
of the day, when the sales are over, at a profit of ten per 
cent.j there is little risk in the trade, and the money is 
seldom lost. Now a farthing invested at ten per cent, a day 
would amount to a billion pounds at the end of a year. But 
no one can become rich by lending to costermongens ; because 
no one can lend much in this way. The so-called interost on 
the loans really consists almost entirely of earnings of a kind of 
work for which few capitalists have a taste. 

§ 3. It is then necessary to analyse a little more care- 
fully the extra risks which are introduced into 

1 . T « t '1 1 • Further analy- 

Dusiness when much of the capital used in it sis of Gross in- 
has been borrowed. Let us suppose that two men 
are carrying on similar businesse.s, the one working with his 
own, the other chiefly with borrowed capital. 

There is one set of risks which is common to both ; which 
may be described as the Trade Risks of the particular 
business in which they are engaged. They arise from fluctua- 
tions in the markets for their raw materials 
and finished goods, from unforeseen changes of 
fashion, from new inventions, from the incui-sion of new and 
powerful rivals into their respective neighbourhoods, and so 
on. But there is another set of risks, the burden of which 
has to be borne by the man working with borrowed capital, 
and not by the other ; and we may call them Personal 
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Risks. For he wlio lends capital to be used by personal 
another for trade purpo.'es, has to charge a high 
interest as insurance against the chances of some flaw or 
deficiency in tlie borrower’s personal character or ability. 

The piice then that the Ixnrower has to pay for the loan 

of capital, and which he regards as interest, is „ 

I ’ . rill Gross interest 

frfHii the point of new of the lender more does not tend 

properly to be regartlcd a.s profits : for it includes 
insurance against risks which are often very heavy, and 
Earnings of Management for the ta.sk, which is often very 
arduous, of keeping those ri.sks its small a-s po.ssible. Varia- 
tions in the nature of these risks and of the task of manage- 
ment will of coui-sc occasion corresponding variations in the 
Gross interest, so called, that is paid for the use of money. 
The tendency of competition is therefore not towards equaliz- 
ing this Gross iuterc.st ; on the contrary, the more thoroughly 
lenders and borrowers understand their business, the more 
certainly will some classes of Ixa-rowers obtain loans at a 
lower rate than others. 

'VVe must defer to a later stage our study of the marvel- 
lously eflicient organization of the modern Money Market by 
which capital is transferred from one place where it is super- 
abundant to another where it is wanted ; or from one trade 
that is in the process of contraction to another wliich is being 
e.\paudcd : and at present we must be contented to take it 
for granted that a very small difTorcncc between the rates of 
Net interest to be got on the loan of capital in two different 
modes of investment in the .same Western country will cause 
capital to flow, though perhaps by indirect channels, from the 
one to the other. 
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CHAPTER VII. 

PJJOFITS OF CAPITAL AND BUSINESS POWER. 


§ 1. In the concluding Chapters of Rook iv. we made 

some study of the various forms of business xhu chapter 

management, and the faculties I’equirod for them ; rf'at'on to 
, ° o ^ . . the latter part 

and we saw how the supply of business power m of Book iv. 
command of capital may bo regarded as consisting of three 
elements, the supply of capital, tho supply of the business 
power to manage it, and tho supply of tho organisation by 
which tho two are brought together and made effective for 
production. Wo have now to carry this study further; and 
to inquire more closely into the nature of the seiwices rendered 
to society by those who undertake and manage business 
enterprises, and the rewards of this work. We shall find 
that the causes which govern the earnings of business men are 
leas arbitrary, and present closer analogies to those which 
govern other kinds of earnings than is commonly supposed. 

We must however make a distinction at starting*. The 
Struggle for Survival tends to make those 
methods of organization prevail, which ai’e best Struggle for 
fitted to thrive in their environment ; but not 
necessarily those best fitted to henefit their environment, 
unless it happens that they are duly rewarded for all the 
benefits which they confer, whether direct or indirect. And 
in fact this is not so. For as » general rule the Law of 
Substitution — which is nothing more than a special and limited 
application of the Law of Suiwival of the Fittest — tends to 
* Sea Book ir. Cli. vui. 
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make one method of industrial organization supplant another 
when it offers a direct and immediate service at a lower price. 
The indirect and ultimate services which either will render 
have, as a general rule, little or no weight in the balance; 
and as a result many businesses languish and die, which might 
in the long run have done good work for society if only they 
could have obtained a fair start. This is especially true of 
some forms of co-operative associations. 

In this connection we may disdde employers and other 
undertakers into two classes, those who open out new and 
improved methods of business, and those who follow beaten 
tracks. The services which the latter perform for society are 
chiefly direct and seldom miss their full i-eward : but it is 
otherwise with the former class. 

For instance, economies have lately been introduced into 
some branches of iron manufactui-e by diminishing the number 
of times which the metal is heated in pa.ssmg from pig iron to 
its final form ; and some of these new inventions have been of 
such a nature that they could neither be patented nor kept 
secret. Let us suppose then that a manufacturer with a 
capital of £-50,000 is getting in normal times a net profit of 
£4,000 a year, £1,500 of which we may regard as his Earnings 
of Management, leaving £2,500 for the other two elements of 
profits. AVe assume that he has been working so far in the 
same way as his neighboura, and showdng an amount of ability 
which, though great, is no more than the nonnal or average 
ability of the people who fill such exceptionally difficult posts; 
that is, we assume that £1,500 a year is the normal earnings 
for the kind of work he has been doing. But as time goes on, 
he thinks out a way of dispensing with one of the heatings 
that have hitherto been customary; and in consequence, 
without increasing his expenses, he is able to increase his 
annual output by things which can be sold for £2,000 net. 
So long, therefore, as ho can sell his wares at the old price, 
his Earnings of Management will be £2,000 a year above the 
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average ; and he will earn the full reward of his services to 
society. His neighbours however will copy his plan, and 
probably make more than average profits for a time. But 
soon competition will increase the supply, and lower the price 
of their wares, until their profits fall to about their old level ; 
for no one could get extra high wages for making eggs stand 
on tlAjir ends after Columbus’ plan had become public 
property. 

Many business men whose inventions have in the long run 
been of almost priceless value to the world, have died in 
poverty; and while many men have amassed great wealth by 
good fortune, rather than by exceptional ability in the per- 
formance of public services of high importance, it is probable 
that those business men who have pioneered new paths have 
often conferred on society benefits out of all proportion to 
their own gains, even though they have died millionaires. 

§ 2. We will now begin by tracing the action of the 
Law of Substitution in adjusting the rewards of action of 
the services rendered to society by ordinary work- the Law of 
men, by foremen, and by employers of different ^controVune 
grades. We have already noticed that a great 
part of the work done by the head of a small 
business himself, is relegated in a large business to salaried 
heads of departments, managers, foremen and others. And 
this thread will guide us to much that is useful for our present 
inquiry. The simplest case is that of the earnings of the 
ordinary foreman ; with which w'e may begin. 

Let us suppose, for instance, that a railway contractor or 
a dockyard manager finds that it answers best to have one 
foreman to every twenty labourers, while paying him twice the 
wages of one of tliem. This means that, if he found himself 


with 500 labourers and 24 foremen, he would expect to get 
just a little more work done at tHe same expense by adding 
one more foreman, than by adding two more ordinary 
labourers : while if he had had 490 labourers and 25 foremen, 
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he would have found it hotter to add two more labourers. If 
he could Jmve got his foreman for one and a half times the 
wages of a labourer, perhaps he would have employed one 
foreman to every fifteen labourers. But, as it is, the number 
of foremen employed is determined at one-twentieth of that 
of the labourers, and their demand price at twice the 
labourers’ wages. 

In exceptional cases the foremen may earn their wages 
by over<lriving those whose work they superintend. But we 
may now suppose them to contribute to the success of the 
undertaking in a legitimate way, by securing a better orga- 
nization of its details; so that fewer things are done amiss 
and need to be undone ; so that everyone finds the help that 
he wants in moving heavy weights, Ac., ready for him just 
when he wants it ; so that all machinery and implements are 
kept in good working order, and no one has to waste his time 
and strength by working with inadequate appliance.s, and so 
on. The wages of foremen who do work of this kind may 
be taken as typical of a great part of the Earnings of Man- 
agement : society, acting through the individual employer, 
oflFers an effective demand for their services until that margin 
is reached at which the aggregate efficiency of industry would 
be incrcjised by adding workers of some other grade more 
than by adding the foremen whose wages would add an equal 
amount to the expenses of production. 

§ 3. So far the Employer has been rogarrled as the agent 
The Law of I'bi’ough whom the Law of Substitutioji acts in 
Substitution contriving and arranging the factors of pro- 
Sirempioyer duction SO that the maximum of direct services 
hSn**”'"' (estimated by their money measure) should be 
performed at a minimum money cost. But now 
we have to look at the work of the employers themselves 
being contrived and arranged for them, though of course in 
a more haphazard fashion, by the immediate action of their 
own competition. 
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In the first place we find the small employer, who does the 
whole work of management and superintendence in his busi- 
ness competing with the large employer who retains in his own 
hands only the supreme work of controlling the higher policy 
of the business. And in this way as the earnings and services 
of foremen are weighed on the one side against those of ordinary 
labourers, so on the other the earnings and services of the 
foremen and managers who in the largo business are hired to 
do much that the small employer does himself, are weighed 
against his. 

It is true that the small employer needs capital of his 
ownj but as wo ha^e ali'eady noticed' thero is a constant 
increase in the ease with which a man who has the faculties 
for managing a busine.ss, can burix>w the requisite capital. 

It is true that the new man with but little capital of his 
own is at a disadvantage in trades which move 
slowly and in which it is necessary to sow a long '’worWng 
time before one reaps. But in all those in- with borrowed 
dustries in which bold and restless enterprise 
can reap a quick harvest; and in particular wherever high 
profits are to be made for a time by cheaper reproductions of 
costly wares, there the new man is m his element : it is he who 
by his quick resolution and dexterous contrivances, and perhaps 
also a little by his natural recklessness, “ forces the pace.” 

And he often holds his own with great tenacity even 
under considerable disadvantages; for the freedom ^.jj 
and dignity of his position are very attractive to for a small re- 
him. Thus the peasant proprietor whose little 
plot is heavily mortgaged, the small so-called “sweater” or 
“garret master” who takes out a sub-contract at a low price, 
will often work harder than the ordinary workman, and for a 
lower net income. And the manufacturer who is doing a 
large business with comparatively little capital of his own 


1 Cuinii. Book IV. Cli. mi. § 7. 
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■will reckon his labour and anxiety almost as nothing, for 
he knows that he must anyhow work for his living, and he 
is unwilling to go into service to another : he will therefore 
work feverishly for a gain that would not count much in the 
balance with a wealthier rival, who, being able to retire and 
live in comfort on the interest of his capital, may be doubting 
whether it is worth while to endure any longer the wear-and- 
tear of business life. 

§ 4. But the weighing in the balance of the services, and 
Joint stock therefore the earnings, of employees against the 
companies. Earnings of Management of employers is in 
some ways best illustrated by reference to Joint-stock com- 
panies. Por in them most of the work of management is 
divided between salaried directors (who indeed hold a few 
shares themselves) and salaried managers and other sub- 
ordinate officials, most of whom have little or no capital of any 
kindj and their earnings, being almost the pure earnings of 
labour, are governed in the long run by those general causes 
which rule the earnings of labour of equal difficulty and dis- 
agreeableness in ordinaiy occupations. 

Joint-stock companies seldom have the enterprise, the 
energy, the unity of purpose and the quickness of action of a 
private business. But these disadvantages are of relatively 
small importance in some trades. That publicity, which is 
one of the chief drawbacks of public companies in many 
branches of manufacture and of speculative commerce, is a 
positive advantage in ordinary Banking and Insurance and 
kindred businesses ; while in these, as well as in most of the 
Transport industries (railways, tramways, canals, and the 
supply of gas, water and electricity), their unbounded com- 
mand over capital and their length of life give them undis- 
puted sway. 

In some cases they are tempted to aim at monopoly, and, 
while fighting for victory over their rivals, they disturb the 
market. When however peace has been reached by com- 
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binatiuu among themselves, or by the victory of the strong 
over the weak, a far seeing, if sluggish, policy is generally 
pursued ; and this exercises a steadying influence on the 
industry controlled by them. But it hinders the rise of 
young Arms with constructive genius ; and, by retarding the 
adaptation of production to new conditions, it indirectly 
increases the irregularity of employment. 

Thus then each of the many modern methods of business 
has its own advantages and disadvantages ; and its application 
is extended under the action of the law of Substitution in 
every direction until that limit or margin is reached, at which 
its special advantages fur that use no longer exceed its dis- 
advantages. 

§ 5. The supply of business power is large and elastic, since 
the area from which it is drawn is wide. Every- supply of 
one has the business of his own life to conduct ; business abi- 
this, if done well, affords to some extent training from a wide 
for business management ; and there is therefore 
no other kind of highly paid ability which depends so little 
on labour and expense applied specially to obtaining it, and 
which depends so much on so-called “natural and is non- 
qualities.” And, secondly, business power is specialised, 
highly non-specialized ; because in the large majority of 
trades, technical knowledge and skill become every day less 
important relatively to the broad and non-specialized faculties 
of judgment, promptness, losource, carefulness and steadfast- 
ness of purpose. 

And we may conclude that the rarity of the natural 
abilities and the expensiveness of the special adjust- 

training required for the work affect normal ot Eam- 
Eamings of Management in much the same way cuf^°Md1['m- 
as they do the normal wages of skilled labour. 

In either case a rise in the income to be earned fairly accu- 

sets in operation forces tending to increase the 

supply of those capable of earning it ; and in either case the 
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extent to which the supply will be increased by a given rise 
of income, depends upon the social and economic condition 
of those from whom the supply is drawn. For though it is 
true that an able business man who starts in life with a great 
deal of capital and a good business connection is likely to 
obtain higher Earnings of Management than an equally able 
man who starts without these advantages ; yet there are 
similar, though smaller, inequalities between the earnings of 
professional men of equal abilities who start with unequal 
social advantages; and the wages even of a working man 
depend on the stai-t he has had in life almost as much as on 
the expense which his father has been able to afford for his 
education b 

> Some difiScnlties in obtaining accnrate knowledge of the tme Kamingi 
of Ifanagemnut in different trades are indicated in Prindfla VI. vn. 7. 
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CHAPTER Vnt 

PROFITS OF CAPl'J'AL AND BUSIN KSS POWER, CONTINUED, 


§ 1. The profits of a liusiness aw the pxcc'sh of itij nwiptfl 
over its outgoings, and tho anmud rale, of profits w the ratio 
which the yearly profits hear to the capital la- w* tu»ye n*rt 
vested. We have next to inquire wliether there 
is any general tendency of the rale of profits to »te of profits 
equality. too,«.tay, 

Adam Smith .said: — “The ■whole drugs which the liest 
employed apothecary iii a large iiiarkeHown wilt fiell in » 
year may not perhaps cost him uIxao thirty or forty [>oundE, 
Though he should sell them, therefoie, for three vanatioosm 
or four hundred or a thousand ]»er cent, profit nonmwl profits 
tliis may frequently he no luon* than the K-a^Oii 
ahle wages of his lahour in tlii" only way in 
which he can charge them, ujkjii the priwj of the drugs. Tlw 
greater part of the aj)]i.ireiit profit is (eal wages disguisiel in 
the garb of profit.” 

But it is iiiiportimt to disliiiguinh Is'L wron the aauutA 
rate of profits ou the e.ipital inM'sUsi in a. 
bofiiiies^ and the mte of profits tJiat are nia/in 
every time the capicil of the husiuess is tuiimd 
over; that is every time sales ate itiade equal to tftat 
catpata], or the rate of ptofits on the laeitovee. At prtssent wn 
site ooiaoenjed with profits p<r auiHUot, 

Thus greater part of llte itoiuhul int'ijuality iietween tlM 
nuRtwall ratiPS of profit in small husint'sstts aiui itt large wonl4 
dUsappeur, if the .scope of tin; loan pwfits wetve onrmwtsi in 
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1 . 2 . 


tlie foniiei' case or widened in. the latter, so tluit it included , 

_ , in both cases the remuiicnition of the same 

Correction of 

an anomaly of classes of services, riiere arc even reasons for 
language. thinking that the i-ate of profit, rightly estimated, 
on large capitals tends to be higher than on small. For of two 
businesses competing in the same trade, that with the larger 
capital can nearlj’ always buy at the cheaper rate, and can 
avail itself of many economies in the specialization of skill and 
machineiy and in other ways, which are out of the reach of 
the smaller business : while at most the only imporiant .'id- 
vantage, which the latter is likely to have, consists of its 
greater facilities for getting near its customers and consulting 
their individual wants. In trades in which this last advantage 
is not important, and especially in some manufacturing trade.s 
in which the large firm can sell at a better price than the 
small one, the outgoings of the fonner are proportionately less 
and the incuiiiiiigs larger; and therefore, if the profits be 
reckoned in the same way iji both cases, the rate of prolits 
in the foniier case must be higher than in the latter. 

But these are the very businesses in which it most fre- 
quently happens that large firms after first crushing out small 
ones, either combine with one another and thus secure for 
themselves the g-ains of a limited monopoly, or by keen 
competition among themselves reduce the rate of profit very 
low. There are many hranche.s of the textile, the metal, and 
the transport trades in which no business can he started at 
all except witli a large capital ; while those that are begun 
on a moderate sc.ale struggle through great difficulties, in the 
hope that, after a time, it may be possible to find employment 
for a large capital, wliich will yield Earnings of Management 
higli in the aggregate though low in proportion to the capital. 

There are some trades which require a very high order 
of ability, but in which it is nearly as easy to manage a very 
large business as one of moderate size. In rolling mills, for 
instance, there is little detail which cannot be reduced to 
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routine, and a capital of £1,000,000 iiivostwl in ihein can be 
controlled by onn able man. A rate of profits of 20 per 
cent., which is not a very hi^h average rate for .‘-onn‘ parts of 
the iron trade, would give the owner of sucli woi-ks Earnings 
of Management amounting to more than £150,000 a year. 
And since iron-masler.s can with so little iulditional effort 
get the Earnings of Management on an increased capital, 
wealthy men lemain in the tivule longer than in most others; 
and the competition of the great iron masters with one another 
is said to liave i educed the av<-i-!ige, rate of proills in the 
trade below the oiilinary le\el. 

The rate of profits is low in nearly all those ti-fules which 
I’equire very little ability of the highest order, and in which 
a public or pri^•ate firm with a good connection and a lai'ge 
capital can hold its ow-n against new-oomers, so long as it is 
managed by men of industrious habits with sound common 
sense and a moderate share of entc'rprise. And men of this 
kind are sehlom wanting either to a w ell-t'stablisluMl jmblic 
company or to a jnivate ffiui whieli is ready to take the 
aljlest of its setwants into pai-tneiwhip. 

M'e may tlien conclude, firstly that tlie true rate of piolits 
in large businesses is iiigher than at first siglit 
appears, because much that is eouijiionly counted of ti>e comps- 

... II 1 • 1 II 1 ribon between 

proiits ui the smaJi business to bo cJasswi large business' 

under another head Ix-foisj the rate of profits iii small, 

it is compared w ith that in a large business : and secondly 
that, e\eii when tljis cori'ection has been made, the rate of 
pi'ofits declines generally as tlie size of the busiue.ss increase.s. 

2. The normal Earnings of Management are of course 
liigh in propoition to the capital, and therefore 
the rate of profits per annum on the capital is wh*er?Uw CiV 
luirh, when the work of management i.s lieavv in capi- 

propoitiou to the capital. Individual trades lativeiy to the 
have indeed peculiaiilies of their own; and all 
rules on the subject are liable to great exceptions. But gene 
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rally it may be said that the extent of the work of manage- 
ment needed in a business depends more on the amount 
of Circulating capital used than on that of the Fixed. The 
rate of profit tends therefore to be low in trades in which 
there is a disproportionately large amount of durable plant 
that requires but little trouble and attention when once 
it has been laid down. As we have seen, these trades are 
likely to get into the hands of joint-stock companies : and the 
aggregate salaries of the directoi-s and higher officials beai- a 
very small proportion to the capital employed in the case of 
railway and water companies, and, even in a more marked 
degree, of companies that own canals and docks and bridges'. 

§ 3. Our inquiry may now pass away from the annual 
rate of profits on the capital invested in a busines.s, to the 
, rate of profits that are made every time sales 
profits on the equal to the capital of the business are made, or, 
turnover. coiiimonly said, the rate of profits “ on the 

turnover.” It is clear that if the average net profits in two 
businesses are twelve per cent, per annum, and the first turns 
over its capital 4 times in the year and the other only once, 
the profits on the turnover must be twelve per cent, in the 
latter case, and only about three per cent, in the former. 
And we are thus bixjught to consider the causes which de- 
termine the rate of profits on the “turnover;” 07’, which comes 
to the same thing, the percentage of the sujiply price of a 
commodity which has to be cla-ssed as profits. 

It is obvious that wholesale dealers, ^\bo buy and sell 
large quantities of produce in .suigle trausaction.s, and who are 
able to turn over their capital very rapidly, may make large 

i Profits are exceptionally liigb where the wages-hill is very large re- 
latively to the capital. This subject is treated in Principles VI, vin. 2 where 
it is argued that the least inaccurate of all the broad statements that can ho 
made with regard to a general tendency of profits to equality in different 
trades, is that where equal capitals are employed, profits tend to be a certain 
percentage per annum on the total capital, together with a certain percentage 
on the wages-bill. 
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fortunes though their a\ erage pr<jlits on tins turnover are leas 
tliaii one per cent. ; and, in the exti-eine e.-nje of 
large stock exchange dfjalings, even when they Than 

are only a small fraction (»f one per cent. Hut a the annual rate 
shipbuilder who has to put laljour and material capital. Illua- 
into the ship, and to pi'otide a berth for it, a long mstan- 

whUe before it is ready for sale, and w ho has to 
take care for every detail eonnecti'd with it, must add a very 
high percentage to hi-5 dii-ect and indiis'ct outlay in order U) re- 
munerate him for his lalwur, and the locking up of his capital. 

Again, in the textile industries sjjme iirms buy raw material 
.and tuni out iinished goods, while otheiis eonhne themselves 
to .spinning, to weaving, or to finishing ; and it is obvious that 
the rate of profit on the turnover of one of tlie first class must 
be equal to the sum of the lates of piotit of one of each of the 
thwe other classes. Again, the retail dealers’ prolit on the 
turnover is often only lite <ir ten per ('(‘lit. for commodities 
•vthich ai'e in general demand, and whidi aie not subject to 
clianges of fashion; so that while the sales aie large, the 
uecessaiy stocks aie small, and the capital invested in them 
can be turned over cety rapidly, with tety little tiouble and 
no lisk. Hut a jirolit on the turnover of neaiiy a hundred 
per cent, is J'cquired to remunerate the retailer of sumo kinds 
of fajny goods which can be sold but .slowly, of wdiicli varied 
stocks must be kept, winch lequire a large spaee for theii' 
display, and which a change of fashion may rendei' unsaleable 
exc-ej)! at a loss ; and etcn this high Kite is often exceeded in 
the case of fisli, fruit, bowel’s and \egetables. 

We see then that there is no general tendency of pi’ofits 
cm the turnover to equality ; but there may be, and as a matter 
of fact there is in each trade and in every branch of each 
trade, a more or lcs.s detinite I’ate of profits on the turnover 
which is regarded as a ‘‘fair” or normal rate. Of course 
these rates are always changing in consequence of changes in 
the methods of trade ; which are generally begun by individuals 
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who desire to do a larger trade at a lower rate of profit on 
the turnover than has been customary, but at a larger rate 
of profit per annum on their capital. If however there 
happens to be no great change of this kind going on, the 
traditions of the trade that a certain rate of profit on the 
turnover should be charged for a particular class of work are 
of great practical service to tho.se in the trade. Such traditions 
are the outcome of much experience tending to sliow that, if 
that rate is charged, a proper allowance will be made for all 
the costs incurred for that particular purpo.se, and in addition 
the normal rate of profits per annum in that class of business 
will be afforded. If they chaige a price which gives much 
less than this rate of profit on the turnover they can hardly 
prosper ; and if they charge much more they are in danger 
of losing their custom, since others can afford to undersell 
them. This is the “fair” rate of profit on the turnover which 
an honest man is expected to chai’ge for making goods to 
order, when no price has been agreed on beforehand ; and it is 
the rate which a court of law will allow, in case a dispute 
should arise between buyer and seller. 

§ 4. During all this inquiry we h.ave had in view chiefly 
Profits are a ultimate, or long-period or true normal results 

e°ment o? economic forces ; we have considered the waj' 
normal in which the supply of business ability in command 

«“ppiy-price. q£ capital tends in the long run to adjust itself to 
the demand ; we have seen how under the action of the Law 
of Substitution it seeks constantly every business and every 
method of conducting every business in which it can render 
services that are so highly valued by persons who are able to 
pay good prices for the satisfaction of their wants, that those 
services will in the long run earn a high reward. The motive 
force is the competition of undertakers : each one tries every 
opening, forecasting probable future events, reducing them to 
their true relative proportions, and considering what surplus 
is likely to be afforded by the receipts of any undertaking over 
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I the outlay required for it. All his prospective gains enter 
into the profits which draw him towards the undertaking ; all 
the investments of his capital and energies in making the 
appliances for future production, and in building up the 
“Immaterial” capital of a business connection, liave to show 
themselves to him as likely to he profitable, before he will 
enter on them : the whole of the profits which he expects from 
them enter into the reward, which he expects in the long run 
for his venture. 

Much of the argument of Chapter V. as to the earnings of 
industrial skill is applicable to the earnings of business power. 
There are, howev-er, some differences between the two cases, 
which call for our study. 

§ 5. In the first place the undertaker’s profits bear the 

first brunt of any change in the price of those Profits fluctu- 

things which are the product of his capital ’’even 

(including his business organization), of his ereater ratio ; 

labour and of the labour of his employes ; and as a result 

fluctuations of his profits generally precede fluctuations of 

their wages, and are much more extensive. For, other things 

being eijual, a comparatively small rise in the price for which 

he can sell his product is not unlikely to increase his profit 

manyfold, or perhaps to substitute a profit for a loss. That 

ri.se will make him eager to reap the harvest of good prices 

while he can; he will be in fear that his employ^ will leave 

his employment or refu.se to work. He will be more able 

and more willing to pay high wages ; and wages ^ut the wages 

will rise. But experience shows that (whether ofemployeslag 

, behind, and 

they are governed by .sliding scales or not) they their iiuctua- 
seldom rise as much in proportion as prices ; and 
therefore they do not rise nearly as much in proportion as 
profits. ^ 

Another aspect of the same fact is that when trade is 
bad, the employe at worst is earning nothing towaids the 
support of him.self and his family j but the employei'’s out- 
goings are liiely to exceed his incomings, particularly if he 
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is using much borrowed capital. In that case his Gross 
Earnings of Management are a negative quantity ; that is, he 
is losing his capital. In very bad times this happens to a 
great number, perhaps the majority of undertakers ; and it 
happens almost constantly to those who are less fortunate, or 
loss able, or less well fitted for their special trade than others. 

§ 6. To pass to another point, the number of those who 
The profits of busine.*® is but a small per-centage of 

individuals the whole ; and in their hands are concentrated 
wi?e^i™man ^^'® fortunes of others several times as numerous 
ordinary earn- as themselves, who have made savings of their 
mgs o. own, or who have inherited the savings of others 

and lost them all, together with the fruits of their own efforts, 
in unsuccessful business. In order therofore to find the 
average profits of a trade wo must not divide the aggregate 
profits made in it by the number of tho.s-e who are reaping 
them, nor even by that number added to the number who 
have failed : but from tho aggregate profits of the succe.ssful 
we must subtract the aggregate losses of those who have 
failed, and perhaps disappeared from the trade ; and we must 
then divide the remainder by the sum of the numbers of those 
who have succeeded and tho.se who have failed. It is probable 
that the ti-uc Gross Eiiriiings of Management, that is, tho 
excess of profits over interest, is not on the average more than 
a half, and in some risky trades not more than a tenth part, 
of what it appears to be to persons who form their estimate 
of the profitableness of a trade by observation only of those 
who have secured its prizes. There are however reasons for 
thinking that the risks of trade are on the whole diminisliing 
rather than increasing '. 

^ There are other differences between the earnings of business power and 
of ordinary earnings, for a study of which, as well as of the relation in which 
earnings of management stand to the rent of exceptional ability, and of the 
conditions under which Profits are to be regarded as a Quasi-rent, the reader 
is referred to Princijilea, VI, vm. 
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CHAPTER IX. 

EENT OF LAND. 

§ 1. AVe may call to mind that the land has an “in- 
herent” income of heat and light and air and rain, which 
man cannot appreciably affect j and advantages income 
of situation, of which many are beyond man’s “**J'*j|*^‘* ^ 
control, while but few of the remainder are the properties 
direct result of the investment of capital and 
effort in the land by its individual owners. The supply of 
these properties is not dependent on human effort, and would 
therefore not be increased by extra rewards to that effort. 
On the other hand those chemical or mechanical properties 
of the soil, on which its fertility largely depends, can be 
modified, and in extreme cases entirely changed by man’s 
action. 

Now let us revert to our study of the tendency to 
diminishing return in agriculture; still supposing that the 
owner of the land undertakes its cultivation, _ , , , 

SO that our reasoning may be general, and Book iv. 
independent of the incidents of particular forms 
of land tenure. We saw how the return to successive “doses,” 
or applications of capital and labour, though it may increase 
for the first few doses, will begin to diminish when the land 
is already well cultivated. The cultivator continues to apply 
additional capital and labour, till he reaches a point at which 
the return is only just sufficient to repay his outlay and 
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reward him for his own work. That will be the close on tlie^ 
margin of cultivation, whether it happens to be applied to 
rich or to poor land. An amount equal to the return to it 
will be required, and will be sufficient to repay him for each 
of his previous doses; and the excess of the gross produce 
over this amount is his producer’s surplus. Supposing him 
to be a man of ordinary ability and enterprise and to farm 
fairly well, this will be what is commonly called the rental 
value of the land. 

This surplus or rental value depends on, firstly, the 
richness of the land, and secondly, the relative values of 
those things which he has to sell and of those things which 
he needs to buy. And the prices at which the various 
requisites of the farm can be bought, and its various products 
sold, depend on his surroundings; and changes in that are 
continually changing the relative values of different crops and 
therefore the relative values of land in different situations. 

Thus it is important to remember that inequalities of 
situation relatively to the best markets are just as powerful 
causes of inequalities of producer’s surplus as are inequalities 
of absolute productiveness. But England is so small and so 
thickly peopled, that the cultivator can get nearly the same 
net price in whatever part of England he is; and English 
economists have ascribed to fertility the first rank among the 
causes which determine the value of agricultural land, and 
have treated situation as of secondary importance. 'They have 
therefore often regarded the producer's surplus, or rental 
value, of land as the excess of the produce which it yields, 
over what is returned to equal capital and labour (applied 
with equal skill) to land that is so barren as to be on the 
margin of cultivation; without taking the trouble to state 
that separate allowance must be made for differences in the 
expense of marketing. But economists in new countries, 
observing that the richest land may lie uncultivated if it 
has not good access to markets think of situation at least 
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equally iiii{>oftanl with fertility in rleterinining tlio value 
of land. Ill their view land on the margin of cultivation is 
land far from markets j and the producer’s surplus presents 
itself to them as llie excess value of the produce from well- 
situated land over that which equal labour, capital (and skill), 
would get on the worst situated landj allowance being of 
course made for difl’erenccs of fertility, if necessary. 

§ 2. The argument of this chapter so far is applicable 
to all systems of land tenui’o, which recognize private owner- 
ship of land in anj’ form ; for it is concerned Argument 
with that producer’s surplus, which accrues to a[’i’’By“tems° 
the owner if he cultivates his land himself ; or, of tenure, 
if he does not, then accrues to him and his tenants, regarded 
as a firm en£ra<;ed in the business of cultivation. Thus it 
holds true, whatever he the division which custom or law or 
contract may have arranged l>etwoeu them with regard to 
their several shares of the cost of cultivation on the one hiind, 
and the fruits of the cultivation on the other. Potty’s 
memorable statement of the law of rent is so worded as to 
apply to all forms of tenure .and to all stages of civiliza- 
tion : — “ .Suppose a man could with his own hands plant a 
certain scope of Laud with Corn, that is, could Digg, or 
Plough; Harrow, Weed, Reap, Cany home. Thresh, and 
"Winnow-so much as the lluslxiudry of this Land requires; 
and had witlial Heed wherewith to sow the same. I say, 
that when this man hath sulxlucted his seed out of the 
proceed of his Harvest, and also wlmt himself hath both 
eaten and given to others in exchange for Clothes, and other 
Natural necessaries; that the Remainder of Corn, is the 
natural and true Rent of the Land for that year; and the 
medbtm of seven years, or rather of so many years as make 
up the Cycle, within which Dearths and Plenties make their 
revolution, doth give the ordinary llent of the Land in 
Coni'.” 

f Taxes and ContribiUiom, iv. 13. 

H. 11 
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At the pieseiit day, in those paits of England wheiej 
custom and sentiment count for least, and free competition 
and enterprise foi most in the hai gaining foi the use of 
land, it is commonly undeistood that the lindloid supplies, 
and in some measuie maintains, those impiovements which 
are slowly made and slowly worn out That being done, he 
requires of his tenant the whole produeci’s suiplus which the 
land thus equipped is estimated to affoid in a jeai of normal 
harvests and normal prices , aftci deducting enough to replace 
the farmei’s capital with noimal profits, so that the faimei 
stands to lose in bad years and gam in good years In this 
estimate it is implicitly assumed that the farmer is a man of 
noimal ability and enterprise for that class of holding, and 
therefore, if he uses above that standard, he will himself reap 
the benefit , and if he falls below it will himself bear the loss, 
and pel haps ultimately lease the faim' 

The so called English system has some disadvantages, but 
when we come to compare it with other systems, 110 shall see 
that it afforded great advantages to a country, which pion 
cered the way foi the world in the development of free 
entei prise, and which therefoie was impelled early to adopt 
all such changes as give freedom and vigour, elasticity and 
strength. 

‘ III otliPi ivoiil',, tliat pdit of t)io lucomo dcinerl finm tlio laiiil nhuli Uie 
landlord obtains, is govciiied, foi all periods of iiiodtiato length in iinly by tlio 
market foi the produce, with but little lefeiencc to the cost of iuo\iding the 
various agents employed in raising it, and it thciefoie is of the natuio of a 
lent. And that pait which the tenant retams, is to be regaided, even foi 
short peiiods, as piohts enter mg diiecUy into the normal piice of the produce; 
because the produce would not be laibod unless it weie e\pected to yield those 
profits The more fully therefore the distmctnely English featnies of land 
tenure aie developed, the moie neaily le it tiue that the hne of division be 
tween the tenants and the landlord s sliare coincides with the deepest and 
most unpoitant line of cleavage ut economic theoiy 
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§ 1. In early times, and in suiiie laiekwarcl uountries even 

in our own age, all rights to propei-ty depend on ^ariy forms of 

general understandings rather than on precise Land-tenure 
° , , ° ^ , have generally 

laws and documents. In so far ns these under- been based on 

standings can be reduced to definite terms and 
expressed in the language of modern business, they are 
generally to the following efiect : — The ownership of land 
is vested, not in an individual, but in a linn of which one 
inoinbor or group of members is the sleeping partner, while 
another member or group of members (it may be a whole 
family) is the working partner. 

The sleeping partner is soinethnos the ruler of the State, 
sometimes ho is an individual tvlio inherits wh.at was once 
the duty of eollocting the piyincnt.s due to this ruler from 
the eultivatons of a cei-tain part of the soil ; but what, in 
the cour.so of silent time, has become a j-ight of owuei'sliip, 
moie or loss definite, more or le.s.s absolute. Tlie sleeping 
partner, or one of them, is gciiorally called the proprietor, or 
landholder or landlord, or even the landowner ; though this is 
an incorrect way of speaking, when ho is restrained by law 
or custom from turning the cultivator out of his holding, 
either by an arbitrary increase of the payments exacted from 
him or by any other means '. 

f Cnetom ib bowerer ruullj more elastic than at first sight appears, as is 
shown even by recent English history. Caution is therefore needed in 
applying Bicardian analysis to modern English land problems as well as to 
those arising out of more primitive systems of laud tenure. See Prinei^Us VL 

a. 2, 3. • 
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§ 2. Tn a great part of Latin Europe the lant} is divided j 
Metayage or holdings, which Ihc tenant cultivates by the 

rental by labour of liiinsclf and his family, and some- 

shares. limes, though rarely, that of a few hired labour- 

ers, and for which the landlord supplies buildings, cattle and, 
sometimes even, farm implements. This system is called 
Metayaye. Its advantages are considerable when the holdings 
are very small, the tenants poor, and the landlords not averse 
to taking much trouble alxmt .small things : but it is not 
suitable for holding.s large enough to give scope to the enter- 
prise of an able and I'csponsiblc tenant. It is commonly 
associated with the system of pciisant proprietorship ; and we 
may consider that next'. 

The position of a peasant proprietor has great attractions. 
The peasant Hc is free to do what he likes, he is not worried 
proprietor by the interference of a landlord, and the anxiety 
lest another shoulil reap the fruits of his work and self- 
denial. His feeling of ownership gives him self-respect, and 
stability of character, iuid makes him provident and tem- 
perate in his habits. Ho is .scarcely ever idle, and seldom 
regards his work as mere drudgery ; it is all for the land 
that he loves so well. 

“The magic of jiropcrty turns sand into gold,” .said 
Arthur Young. It undoubtedly has tlojic .so in many case.") 
in which the proprietors have been men of exceptional energy. 
But such men nsight perhaps have done as well or better if 
their horizon had iwd been limited to the narrow hopes of a 
peasant proprietor. For indeed there is another side to the 
is generally an picture. “ Land,” we are told, “ is the best 
*se?dom'an*e^- for the working man.” Sometimes 

cient worker it is the Second best. But the very best is the 
energy of himself and his children ; and the peasant pro- 

t 

1 Metayage enables a pour nian to get the use of capital at a low charge, 
and to have more freedom and resipoiisibility thou a hired lahourer, though 
IcbB than an English farmer. It is a form of Co-operation. 
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^prietors’ tAoughts are so full of the one that they often 
starve the other. Many even of the richest of them stint 
the foorl of theni.sclvps and their families : they pride them- 
selves on the respcct.ability of their houses and furniture; 
but they live in their kitchens for economy, and are practicsilly 
worse housed and far worse fed than the better cla.ss of 
English cottagers. And the poorest of them work hard 
during very long hours, but do not i-eally get through much 
work, bee.ause they feetl theniselv€‘s worse than the poorest 
English labourei's. They do not understand that wealth is 
useful only .is the means tow.irds a real income of happiness ; 
they sacritice the end to the means. 

And it must be recollected tluit the English labourers 
represent the failures i-ather than the successes 

find he is fiot 

of the English system. They ai-e the descendants so well repre- 
of those who for many successive generations (Jew Woriu 
have not availed themselves of the opportunities the EnglisU la- 
by which their abler and more adventurous 
neighbours were rising to leading posts at home, and, what' i» 
far more important, were accpiiriiig the fee simple of a great 
part of the surface of the globe. Of the causes which have 
contributed to make the English i-ace the chief owners of the 
New World, the most important is that bold euterpi-ise which 
has made a man, who is rich enough to be a peasant proprietor, 
generally refuse to be content with the humdrum life and the 
narrow income of a peasant. And among the causes wliieh 
have, fostered this enterprise, none is nmre, imjiortant than 
the absence of the temptations to wait about for a petty 
inheritance, .and to marry for the sake of property rather 
than in the free exerci.se of individual choice — temptations 
which have often dulled the energy of youth in places in 
which peasant properties have pi-edominated. 

Tt is partly in consequence of tlie absence of these temp- 
tations that the “farmers” of America, though ^he American 
they are men of the working class cultivating farmer. 
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their own land with their own hands, do not resembli. “peasant 
proprietors'.” They invest their income freely and wisely in 
developing the energies of themselves and their children ; 
and these energies constitute the chief part of their capital, 
for their land generally is as yet of but little value. Their 
minds are always active, and though many of them have 
little technical knowledge of agriculture, their acuteness and 
versatility enable them to lind out almost unerringly the best 
.solution of the problem immediately before them. 

That pi-ohlem is generally to obtain a produce large in 
American proportion to the laliour spent on it, though 
methods of small in proportion to the abundant land at their 
cultivation. ,]ijjpf,sa] Some parts of America however, in 
which land is beginning to get a scarcity value, and in wliieh 
the immediate neighbourhood of good markets is making an 
intensive cultivation profitable, the methods of farming and 
of tenure are rearranging themselves on the English model. 
And within the last few years there have been signs of a 
tendency on the part of native Americans to hand over to 
persons of recent European origin the farms of the West, as 
they liav'e already dime the farms of the East, and as they 
did long ago the textile indu.stries. 

§ 3. Let us then turn to the English system of tenum 
The English l"'»'’ilty and harsh as it has been in many respects, 
system it yet had a givat |iower of stimulating and econo- 

mizing that enterprise and energy, which, aided by England’s 
geographical advantages and freedom from deva.stating wars, 
gave her the leatlership of the world in Manufacture and 
Colonization and, though in a le.ss marked degree, in Agri- 
culture. England lias learnt lessons in agriculture from 


I Tliree-fourtlis of the farms in the United States are cultivated hy their 
owiiei-s; and only oiic-third of Che remainder is held hy tenants under tlie 
English plan, while two-thirds are in a iiosition somewhat similar to that of 
Metayers, except that they hold under definite contracts which are hut little 
influenced by custom. 
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many coui|tnes and especially the Netherlands ; but on the 
whole she has taught far more than she has learnt. And 
there is now no countiy except the Nc'therlands, which can 
compare with her in the amount of produce per acre of fertile 
land ; and no countiy in Europe which obtains nearly so high 
returns in pi-oportion to the labour expended in getting them. 

The chief merit of the .system is that it enables the land- 
lord to keep in his own hands the re.sponsihility 
for that part and only that part of the propei'ty randlard *to 

which he can look after with but little tiouble to ®“Pp’y ihat 

capital Over 

himself, and little vc.xation to his tenant. His which he can 
part consists of land, buildings and permanent ‘:o'n'‘hl ; 
improvements ; and averages in England five times tliat M’hioh 
the farmer has to supply himself. The landlord is willing to 
supply this five-sixths of the necessary capital at a net rent 
which seldom gives as much as three per cent, interest on 
its cost ; and tliere is no other hmsiuess in which the enter- 
prising undei'taker can borrow what capital lie wants at .so low 
a rate, or can often hori'ow .so large a part of his capital at any 
all. 

Tin* second merit of the English system, which partly 
follows fi'oiii the first, is that it gives the laiul- 
hji'il coii.sidurable fi'eedoin in the selection of an consideShf* 
able and responsible tenant. Jlut it is ti’ue that freetiom of 

selection. 

liis guod and bad qualilKis alike often tend to 
pi'event his selecting tenants on strictly commercial principles. 
He seldom goes far afield for a new tenant : and until quite 
i-eoently, he has seldom given facilities for an able working 
man, similar in character to the American fanner, to make a 
start on a small fai'in which he can cultivate with his own 
hands and those of his family and a few hired men'. 

§ 4. We may ne.xt inquire how far those general ten- 


1 The Englieh system uii the whole teiuls to promote the discovery uud the 
diffusion of improved inetliods : hut even in Eiiglniid progress in agriculture is 
slower than iu maiiufactni-es. 
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dencies towaids production on a large scale, which We studied , 
in Book IV., are applicable to agriculture under modern 
English eonditU)ns. 

Eirstlj’, agi'iculturo must ho spri'ad over the liroiul land : 

„ , . raw material can bo brought to the manufacturer 

Special con- ° 

ditionsofagri- for him to work on; but the agriculturist must 
culture. gpgj. jijg Again, the workers on the land 

must adapt tlieir work to the .seasons, and can seldom confine 
themselves entirely to one clas.s of work ; and in consequence 
agriculture, oven under the English .sy.stem, cannot move fast 
in the direction of the inethotls of manufacture. 

But yet tliore aio con.siderable forces tending to push it 
in that direction. Tlie progress of invention is constantly 
increasing the number of seiwiceable, but expensive machines, 
for most of which a small farmer can find employment during 
only a very short time. He may hire some of them from 
people who make it their business to undertake steam £>lough- 
ing and thrashing ; but thero are many, the use of which can 
he got only by co-operation with his neighboui’S ; and the 
uncertainties of tlie weather prevent this plan from working 
very smoothly in practice. 

Again, the fanner must go beyond the results of his own 
It alTords an father's experience in order to keep 

increasing abreast of the changes of tlie day. He should he 
business'^ follow the movements of agiiuultui-al 

ability. sciciice and practice closely enough to see their 

chief practical applications to his own farm. To do all this 
properly requires a trained and versatile mind ; and a fanner 
who has these qualities could find time to direct the general 
couivie of the management of several liundred, or even of 
■several thousand acres ; and the mere superintendence of his 
men’s work in matters of detail is not a task fitting foi' him. 
The work which he ouglit to do is as dillicult as that of a 
large iiianufacturei' ; and he would never dream of spending 
his own sti-cngth on minute supervision which he can easily 
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^ hire suboiJlinateR to do. A faiuier -wlio can do tiiis liigher 
work, mu.st be wa.sting liis strength on work tliat i.s beneath 
him, unles-s he eniploy.s many giings of woi-kimm, eacli of them 
under a responsible foreman. But tlic're are not many farms 
which give scope fur this, and there is therefore very little 
inducement for really able men to enter the business of 
fanning ; the best enterprise and ability of the country gene- 
rally avoid agriculture and go to trades in which tlnn-e is 
room for a man of iirst-rato ability to do nothing but high 
class work, to do a great deal of if, and lliei’efort' to g(‘t high 
Earnings of ^Management. 

The e.xpnriment of working farms on a very large scale is 
diilicult and expeii-sive ; becau.se, to be tried properly, it would 
require farm buildings and means of communication specially 
adapted to it ; and it would have to overcome a good deal of 
resistance from custom and sentiment not altogether of an 
unhealthy kind. The risk also tvould be great; for in such 
eases those who pioneer often fail, though their route whesn 
well trodden may bo found to be the easiest and best. 

If a farm in not very lai^e, and if, as is often the case, the 
farmer has no greater ability and activity of farmer 
mind than is commonly to ho found among tho who works 
better class of working foi'emen in majiufactur(‘s, 
then it would be best for othei's, and in tins long run for him- 
self, that he should return to the old plan of working among 
his men. Perhaps also his wife might return to somn of those 
lighter tasks in and near the farmhouse which tradition 
ascribes to her. They require discretion iind judgment, they 
ai’e not inconsistent witli e<lucation .and cultui’e; niul coiiilnned 
with it they would raise, and not lower tlie tone of h(>r life, 
and her real claims to a good social position. There is some 
reason for thinking that the. stoni aetion of th(' principle of 
natural selection is now displacing those farmers, who have 
not the faculty to do diilicult head-work, and yet decline to 
do hand- work. Their places an; lK*ing taken by men of more 
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than average natural ability who, witli the help Of modem 
education, are rising from the ranks of labourers; who are 
quite able to manage the ortlinary routine work of a model 
fann ; and who are giving to it a new life and spirit by 
calling their juen to come and work, instead of telling them 
to go and work. Very large farms being left out of view, it 
is with rather small farms worked on these principles that 
the immediate future of English agriculture seems to lie. 
Very small ^"^ery small holdings however have great advan- 
holdines. tag(‘s wherever so much care has to be given to 
individual plants, that macliinery is out of place ; and thera 
is reason for hoping that they will continue to hold their own 
in raising vegetables, flowers and fruit. 

§ 5. Vh'e may next consider how far landlords will in 
^ ^ their own interest adjust the .size of holding.s to 

of landlords the real needs of the people. SmaU lioldings 
public °as rt- require more expensive huildings,- roads 

earda small and fences, and involve greater trouble and in- 
hoidings. cidental e-xpenses of management to the land- 
lord in pi-oportion to their acreage than do large holdings ; 
and while a largo farmer who has .some rich land can turn 
piMir soils to good account, small holdings will not HourLsIi 
generally except, on good .soil'. Their gi-oss rental per acre 
must tlierefure always he at a higher rate than that of large 
farms. But it is contended that, especially when land is 
lieavily bui-dened Ijy settlements, landloi-ds are unwilling to 
incur the expen.se of subdividing farms, unless they .see their 
way to rents for small holdings that will give them, in 
mlditiou to high protits on their outlay, a heavy insurance 

^ Tli(» iuteri>T6latiou of lliis term Toiies local coiiditioits aud iiidividaal 
Thants. On x>emiaiient vaHtnre land near a town or an industrial district the 
Bd\atitagcs of small holdings arc perhaps at their maximum, and the disad- 
vantages at their iiiiniiiiuiii. lf*tUo land is arable, it must not be light, hut 
strong, and the richer the better; and this is especially the case with holdings 
so hiiiall as to make much use of the siunle. If the land is hilly and broken 
the siiiull cultivator loses hut little from his want of coiinuaud of machinery. 
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^fund agai|st the chance of liaving to thmw the holdings 
together again ; and that the rental for small holdings, and 
especially for those of only a few acres, is extravagantly high 
in many parts of the country. Sometimes the piejudices of the 
landloi’d and his desire for undisputed authority make him 
positively refuse to sell or let land to persons who are not in 
liaruiony with him on social, political or religious questions; 
l)ut it seems cei-tain that evils of this kind have always 
been confined to a few dLstricts, and tliat they are rapidly 
diminishing. 

iSut they rightly attract much attention. For there is a 
public need for small holdings, as well as large, in every 
district. They increiise the number of people who are 
working in the open air with their heads and their hands: and 
by giving the agricultural labourer a stepping-stone upwards, 
they tend to prevent him from being compelled to leave agri- 
culture- to find somo scope for his ambition, and thus check 
the great evil of the continued flow of the ablest and bravest 
fanii lads to the towns. 

Moreover very small holding?^ which can l>e worked by 
people wlio have some other occujnition, and also 
allotments and large gardens, render great services 
to the State, as well as to those who cultivate them. They 
break the monotony of exi.steuce, they give a healthy change 
from indoor life, they ofFer scope for variety of character and 
for the play tif fancy and imagination in the arrangement of 
individual life ; they afford a counter attraction to the grosser 
and baser pleasures ; they often enable a family to hold 
together that would otherwise have to separate ; under 
favourable conditions they improve considerably the material 
condition of the worker ; and they diminish the fretting os 
well as the positive loss cau.sed by the inevitable interruptions 
of their ordinary work. ' 

And lastly though peasant proprietorship, as a system, is 
unsuited to the economic conditions of England, to her soil, 
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her climate and the temper of her people, yet theiv ai-e a few 
There should peasant pi-oprietors in England who are perfectly 
be no artificial happy ill tliis condition; and there are a few 
peasants' pro- others who would buy small plots of land and 
perties. would live happily on them, if they could get just 

what they wanted where they wanted it. Their temper is 
such that they do not mind working hard and living sparely, 
provided they need call no one master ; they love quiet and 
dislike excitement ; and they hate a great capacity for growing 
fond of land. Keasoiiable opportunity should be giten to 
such people to invest their savings in small plots of land, on 
which they may raise suitable crops with their own hands ; 
and at the v ery least the present griev ous legal charges on the 
tran.sfer of small plots should be dimini.shed*. 

Co-operation mighl seem likely to flourish in agriculture 
Co-operation and to combine the economies of production on a 
in agriculture, ,,(;a,lu vv ith many of the joys and the social 

gains of small properties. But it requires habits of mutual 
tiust and confidence; and unfortunately the bravest and the 
boldest, and therefore the most trustful, of the countrymen 

1 The etiJc/tre hfoie the eommtttee oft stitaJl holdirtt/Sf 1U06 [C’tl .S27S] 
■liscussos vcij inll} the advantages and dr-advaiitagis of oniieisliip fur small 
liuldcrs; with aiipaientl} a haUiue ot opiniuii against cniiicisliip. In lilOt 
them weie in Gieat Biitiuii lll.UOO holdings htlneen 1 ami a ai'ies; 2.12,1X10 
lietuccn .'i and .lO acies; IjO.CXX) lietuien 50 and dOO; and 10,1X10 ahuvu 
aoo atics. Small huldnigs, and even nllutiiiciits, iiieicnsc the nuinhei of iioople 
who aie woiknig m the open an with their heads and their hands they gi\e 
to the ngiiLiiltiiial laliouiii a stipimig stone upnaids, pi event him lioiii hung 
compelled to leave agiicnltiiro to find some 6 eo 2 >o fur Ins ambition, and thus 
check the gicat evil of the continned Sow of the ablest and Inavest faini lailn 
to the towns They liieak the iiioiiutony of evisteiice, they give a healthy 
change from indoor life, they offer scope for variety of chaiaeter and for the 
play of fancy and imagination in the arrangement of iiidiv idual life ; they 
affotd a comitcr atti action to the giosser and baser pleasures; they often 
enable a family to hold together that would otherwise have to sejiarate; under 
favouiahle conditions they ingnove considerably the luateiial condition ot the 
wuikei ; and they dimmish the fi ettiiig as well as the positive loss caused by 
the inevitable iiiteirutitioiis of their oidiiiaiy work 
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have aKv.i^Ji moved to the towns. iJeiimark, Italy, Germany, 
and lastly Ireland have however led the way in a movement 
which seems full of promise for organized co-operation in the 
handling of dairy produce, in the making of butter and cheese; 
in buying fanners’ requisites and in selling farmers’ pix)duce: 
and Jlritain is following in their wake. The movement is 
however of limited scope : it scarcely touches work in the 
field itself. 

§ G. Finally a word may las siiiil as to private and public 
interests with regard to open spaces in towns. 

"W.^ketield .and the American economists have 

tween public 

t.aught us how a sparsely inhabited new district and private 
is enriched by the advent of every new settler. JJI/ matter of 
The converse truth is that .a closely peopled tuilding on 

j r sr open spaces. 

district is impoverished by everyone, who adds a 
new building or raises an old one higher. The want of air 
and ]i{fht, of peaceful repose out-of-doors for all ages and of 
healthy play for children, exhausts the energies of the best 
blood of England which is constantly flowing towards our 
largo towns. By allowing vacant spaces to be built on reck- 
lessly we are committing a great blunder from a business 
point of view, since for the .sake of a little material wealth 
M’e are w.asting tliose energies which are the factors of pro- 
duction of air wealth; .and we, are sacrificing those ends 
towards which material wealth is only a means. It is a 
dillicult (juestion to decide how far the e-xpenso of clearing 
open spaces in land alrciuly built on should fall on the 
neighbouring owners ; but it seems right that for the future 
every new building erected, save in the open country, should 
be required to contribute in money or in kind towards the 
expenses of open places in its neighbourhood. 
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GENERAL VIEW OF DISTRIBUTION. 


§ 1. The argument of the preceding ten chapters may 
now bo brought to a head. It falls far short of a complete 
solution of the problem before us : for that involves questions 
relating to foreign trade, to fluctuations of credit and employ- 
ment, and to the influences of associated and collective action 
in its many forms. But yet it extends to the broadest and 
deepest influences which govern distribution and exchange. 

To begin mth, we have seen that there is a general 
correspondence between the causes that govern the supply 
prices of material and of personal capital ; the comparison 
motives which induce a man to accumulate of conditions 
personal capital in his son’s education, are supply of 
similar to those which control his accumulation J^pitai“*and 
of material capital for his son. There is a con- industrial 
tinuous transition from the &.tber who works 
and waits in order that he may bequeath to his son a 
rich and firmly-established manufacturing or trading business, 
to one who works and waits in order to support his son while 
he is slowly acquiring a thorough medical education, and 
ultimately to buy for him p, lucrative practice. Again, there 
is the same continuous transition from him to one who works 
and waits in order that his son may stay long at school ; and 
may afterwards work for some time almost without pay while 
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learning c| Hkillecl trade, instead of being forced to support 
himself early in an unskilled occupation, such as that of an 
errand-boy. For such occupations, becauso they lefid tlie way 
to no future advance, sometimes offer comparatively high 
wages to young lads. 

It is indeed true that as society is now constituted, the 
only persons, who are very likely to invest much in developing 
the personal capital of a youth’s abilities are his parents : and 
that many first-rate abilities go for ever uncultivated because 
no one, who can develop them, has had any special interest 
in doing so. This fact is very important practically, for its 
effects are cumulative that is, the deficiency in education of 
one generation is likely to impair the education of the next, 
and that again of the generation which follows it, and so 
on, cumulatively. But it does not give rise, as has been 
supposed, to a fundamental difference between material and 
human' agents of production : for it is analogous to the fact 
that much good land is poorly cultivated because those who 
would cultivate it well have not access to it. 

Again, since human beings grow up slowly and are slowly 
worn out, and parents in choosing an occupation for their 
children must as a rule look forwaid a whole generation, 
changes in demand take a longer time to work out their full 
effects on supply in the ciise of human agents tlian of most 
kinds of material appliances for production ; and a specially 
long period is required in the case of labour to give full play 
to the economic forces which teml to bring about a normal 
adjustment between demand and supply*. 

§ 2. The efiiciency of human agents of production on 

the one hand, and that of material agents on the ^ ^ 

other, are weighed against one another and com- weigh the 

pared with their costs ; and each tends to be ?h”di&rent 

applied as far as it is more efficient than the other industrial 
• • • cl&sscs * 

in proportion to its cost. A chief function of ’ 

1 Comi). lY. V. VI. VII. Bud xu. ; aud VI. iv. v. and vn. 
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business enterprise is to facilitate the free acti*jn of this 
great principle of substitution. Generally to the public benefit, 
but sometimes in opposition to it, business men are constantly 
comparing the services of machinery, and of labour, and 
again of unskilled and skilled labour, and of extra foremen 
and managers ; they are constantly devising and experiment- 
ing with new arrangements which involve the use of difierent 
factors of production, and selecting those most profitable to 
themselves*. 

The eflSciency as compared with the cost of almost every 
class of labour, is thus continually being weighed in the 
and give balance in one or more branches of production 
principle *of against some other classes of labour : and each 
substitution, of these in its turn against others. This compe- 
tition is primarily “ vertical : ” it is a struggle for the field of 
employment between groups of labour belonging to different 
grades, but engaged in the same branch of productidn, and 
inclosed, as it were, between the same vertical walls. But 
meanwhile “horizontal” competition is always at work, and 
by simpler methods : for, firstly, there is great freedom of 
movement of adults from one business to another within each 
trade; and secondly, parents can generally introduce their 
children into almost any other trade of the same grade with 
their own in their neighbourhood. By means of this combined 
vertical and horizontal competition there is an effective and 
closely adjusted balance of payments to services as between 
labour in different grades ; in spite of the fact that the labour 
in any one grade is mostly recruited even now from the 
children of those in the same grade 

The working of the principle of substitution is thus chiefiy 
indirect. When two tanks containing fluid are joined by a 
pipe, the fluid, which is near the pipe in the tank with the 
higlier level, will flow into the other, even though it be rjithcr 

1 Compare VL i. 6, and vii. 2. 

9 Coinx)are IV. n. 5 ; and VI. v. 2. 
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viscous ; -Jnil thus the general levels of the tanks will tend 
to be brought together, though no fluid may flow from the 
further end of the one to the further end of the other ; and 
if several tanks are connected by pipes, the fluid in all 
will tend to the same level, though some tanks have no 
direct connection with others. And similarly tlie principle 
of substitution is constantly tending by indirect routes to 
apportion earnings to etSciency between trades, and even 
between grades, which arc not directly in contact with one 
another, and which appear at first sight to have no way of 
competing w-ith one another. 

§ 3. There is no breach of continuity as wc ascend from 
the unskilled labourer to the skilled, thence to the foreman, 
to the head of a department, to the general But as regards 

manaaer of a large business paid partly by a 1*’® work of 
° ^ business men 

share of the profits, to the junior partner, and themselves 

lastly *to the head partner of a large private ™l’es*^h?gh”y 
business : and in a joint-stock company there is organized, 
even somewhat of an anti-climax when wo pass from the 
directors to the ordinary shareholders, who undertake the 
chief ultimate risks of the business. Nevertheless business 
men, those who undertake business enterprises, are to a 
certiiin extent a class apart. 

For while it is through their conscious agency that the 
principle of substitution chiefly works in balancing one factor 
of production against another; with regard to them it has no 
other agency than the indirect influence of their own com- 
petition. So it works blindly, or rather wastefully ; it forces 
many to succumb who might have done excellent work if 
they had been favoured at first: and, in conjunction with the 
law of increasing return, it strengthens those who are strong, 
and hands over the businesses of the weak to those who have 
already obtained a partial monopoly. 

But on the other liand there is also a constant increase 
in the forces which tend to break up old monopolies, and 



322 


BOOK VI. CH. XL §§ 3 , 4 . 

to offer to men, 'who have but little capital of Jiieir own. 
openings both for starting new businesses and for rising ink 
posts of command in large public and private concerns ; and 
these forces tend to put business ability in command of tht 
capital required to give it scopa 

On the whole the work of business management is done 
cheaply — not indeed as cheaply as it may be in the future 
when men’s collective instincts, their sense of duty and their 
public spirit are moio fully developed; when society exerts 
itself more to develop the latent faculties of those who are 
born in a humble station of life, and to diminish the secrecy 
of business , and when the more wasteful forms of speculation 
and of competition are hold in eheck. But yet it is done 
so cheaply as to contribute to production more than the 
equivalent of its pay. For the business undertaker, like the 
skilled artisan, renders services which society needs, and 
which it would probably have to get done at a higher cost 
if he were not there to do them'. 

The ablest busmess men are generally those who get the 
highest profits, and at the same time do their work most 
cheaply ; and it would be as wasteful if society were to give 
their work to inferior people who would undertake to do it 
more cheaply, as it would be to give a valuable diamond to bo 
cut by a low waged but unskilled cutter. 

The similarity between the causes that dotcrmino the 
normal rewards of ordinary abihty on the one hand, and of 
business power in command of capital on the 
other, does not extend to the fluctuations of 
their current earnings. For the employer stands 
as a buffer between the buyer of goods and all 
the various classes of labour by which they are 

1 We postpone a ciiticisra of Jlie contention of the socinliets that it would 
he bettoi for the State to tnhe the woik into ita own hands and hire husuiess 
managus to conduct it- and we postpone a study of those foiins of specula 
tion and commercial competition which are not henehuol to eoucty, and 
perhaps aie even harmful 


Contrasta 
between 
fluctuations 
of current 
profits and 
wages. 
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made. Lr^ receives the whole price of the one and pays the 
whole price of the others. The fluctuations of his profits 
go with fluctuations of the prices of the things he sells, 
and are more extensive : while those of the wages of his 
employees come later and are less extensive. The earnings 
at any particular time of his capital and ability are some- 
times large, but sometimes also a negative quantity : whereas 
those of the ability of his employees are never very large, 
and are never a negative quantity. The wage-receiver is 
likely to sufler much when out of work ; but that is because 
he has no reserve, not because he is a wage-receiver'. 

§ 4. Returning to the point of view of the second chapter 
of this Book, we may call to mind the double relation in 
which the various agents of production stand to one another. 
On the one hand they are often rivals for em- ^he agents 
ployment; any one that is more efficient than 
another in proportion to its cost tending to be source of 
substituted for it, and thus limiting the demand o'm'”*”* 
price for the other. And on the other hand another, 
they all constitute the field of employment for each other : 
there is no field of employment for any one, except in so far 
as it is provided by the others : the national dividend which 
is the joint product of all, and which increases with the supply 
of each of them, is also the solo source of demand for each 
of them. 

Thus an increase of material capital causes it to push its 
way into new uses ; and though in so doing it may occasion- 
ally diminish the field of employment for manual labour in a 
few trades, yet on the whole it will very much na,, 
increase the demand for manual labour and all increase 

of capital 

other agents of production. For it will much enriches the 
increase the national dividend, .which is the employment 
common source of the demand for all ; and since of labour. 


1 Cumpare VL iv. 6. 
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by itb incidibed competition foi employiiient it^-Will have 
forced down the late of interebt, theiefoie the joint product 
of a dose of capitil and laboui will now be divided more in 
favour of laboui than befoie Thus, the chief benefit wliicli 
capital coiifeis upon laboui is not by opening out to it new 
employments, but by ineieasing the joint product of land, 
labour and capital (oi of land, labour and waiting), and by 
1 educing the share of that product clinch any given amount 
of capital (or of waiting) can claim as its levvard' 

§ 5 In discussing the influence which a change in the 
supply of woik of any one industiial gioup exerts on the 
held of employment foi othei kinds of laboui, theie was no 
need to laise the question uhcthei the inciease 
of cvoik came from in inciease in the numbeis 
oi in the elhciency of those in the gioup foi 
that question is of no diiect concern to the 
others In eithei case theie is the same ad 
dition to the national diiidend in eithei case 
competition cvill compel them to force themseUes 
to the same extent into uses in •winch then mirgmal utility is 
lowei , and will thus lessen to the same extent the share of 
the joint pioduct which they aie able to claim in letuin for 
a giicn amount of woik of i giien kind 


Tfi'^rease 
In number 
or efficiency 
of any group 
of workers 
A relation 
to wages of 
themseUes 
and others 


^ The new demaiul foi liboui will initly take the foiiii of tlie npeimig out 
of new mideitakings which hithcito could not hi\c paid then wa} It will 
foi lustaiicCi lead to the making of lailw and w itciwoiks iii districts which 
aieiiot >ciy iich uid which would ha^c continued to diag then goods along 
lough roads, and diaw up then water fioin wells, if people had not been able 
aiidwiUing to suppoit laboui \hile makmg lailway embankments and watci 
conduits and to wait foi the fiuitsof their iiiTestment long and for a i datively 
low lew aid 

Anothei pait of this new demand foi labour will come fiom the malweis of 
new and moie e\peiisi\e machiiiciy in all biancheb of piodnctioii Toi when 
It 18 said that machinciy is substituted foi laboui, tins means that one class of 
labour combined with much waiting is bubstituted foi another combined with 
less waiting and fui this leasoii alone, it would be. impossible to substitute 
capital foi labour in geneinl, except indeed locally by the mipoitatiou ol 
capital from other places 
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But t->e question is of vital importance to the members 
of that group. For, if the change is an increase of one-tenth 
in their average efficiency, then each ten of them will have 
as high an aggregate income as each eleven of them would 
have if their numbers had increased by one-tenth, their 
efficiency remaining unchanged. 

This dependence of the wage.s of each group of workers on 
the numbers and efficiency of othei-s is a special case of the 
general rule that the environment (or Conjunctm-e) plays a 
part at least coordinate with a man’s energy and ability in 
governing that net product to which his wages ever approxi- 
mate under the influence of competition. 

The net pi-oduct to which the normal wages of any group 
of workers apjjroximate, must be estimated on the assumption 
that production has been pushed to that limit at which the 
output can he just marketed with normal profits, but not 
more ;''and it must be o.sti mated with inference to a worker of 
normal efficiency whose additional output repays the employer 
with normal profits, but not more. (Something must be added 
to or subtracted from this net product to find the normal 
wages of a worker whose efficiency is more or less than 
normal.) The time chosen must be one of normal prosperity; 
and when the supplies of diflFerent kinds of labour are 
I’elatively appropriate. For instance if the building trade 
is exceptionally depressed, or exceptionally pmsperous : or 
if its development is checked by an inadequate supply of 
bricklayers or carpentei'S, while the supply of other classes 
of building operatives is superabundant, then the occasion 
is one which does not afford a convenient opportunity for 
estimating the relations of net product to normal wages of 
either bricklayers or carpenters. 
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CHAPTER XII. 

THE INFTJTENCE OF PROORE.S.S ON VALUE. 

§ 1. The field of employment wliicli any place offers for 
labour and capital depends firstly on its natural 
employment resources ; secondly, on the power of turning 
Ubour tbeiH to good account, derived from its progress 
in knowledge and in .social and industrial organi- 
zation ; and thiidly, on the acce.ss that it has to markets in 
which it can sell those things of which it has a supei-fluity. 
The importance of this last condition is often underrated; but 
it stands out prominently when tve look at the history of new 
countries. 

It is commonly said that wherever thei’e is abundance of 

good land to Ije had free of rent, and the climate 

rich in *^‘’t unhealthy, the real earnings of labour and 

countries t]ie interest on capital must both be high. But 
which have no . . , , , i . 

good access to this IS only partially true. 1 lie early eoloni.sts of 

the Old World*^ America lived very hardly. Nature gave them 
wood and meat almost free : but they had very 
few of the comforts and luxuries of life. And even now there 
are, especially in South America and Africa, many places to 
which Nature has been abundantly generous, which are never- 
theless shunned by labour and capital, becau.se they have no 
ready communications with the rest of the world. On the 
other hand high rewards may be offered to capital and labour 
by a mining district in the midst of an alkaline desert, when 
once communications have been opened up with the outer 
world, or again by a trading centre on a barren sea-eoast ; 
though, if limited to their own resources, they could support 
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but a scai.j|iy population, anti that in abject poverty. And the 
splendid markets which the Old "World has offered to the 
products of the Now, since the growth of steam-communi- 
cation, have rendered North America and Australia the 
richest large fields for the employment of capital and labour 
that there have ever been. 

But after all the chief cau.se of the modern prosperity of 

new counti'ies lies in the markets that the old 

, , countries 

worul offers, not for goods delivered on the spot, offer a market 

but for promises to deliver goods at a distant Sfthefutmefn- 
date. A handful of colonists having assumed comes of a new 
rights of perpetual property in vast tracts of 
rich land, are anxious to reap in their own generation its 
future fruits j and as they cannot do this directly, they do it 
indirectly, by selling in return for the ready goods of the old 
world promises to pay much larger quantities of the goods 
that their own soil will produce in a future 
generation. In one form or another they mort- g"quent* influx 
gage their new property to the old world at capital into 
a very high rate of interest. Englishmen and 
others, who have accumulated the means of present enjoy- 
ment, hasten to barter them for larger promises in the future 
than they can get at home : a vast stream of capital flows 
to the new coitntry, and its arrival there raises the rate of 
wages very high. Tlie new capital filtere but .slowly towards 
the outlying districts ; it is so scarce there, and so many 
persons are eager to liave it, that it has often commanded for a 
long time two per cent, a month, from which it has fallen by 
gradual stages down to six, or perhaps even five per cent., a 
year. 

For the settlers being full of enterprise, and seeing their 
way to acquiring private title-deeds to property . , 

that will shortly be of great value, are eager to wages very 
become independent undertakers, and if possible *'*®*'' 
employers of others ; so wage-earners have to be attracted by 
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high wages, which are paid in a great measure out the com- , 
modities boiTowed from the old world on mortgages, or in 
other ways. It is, liowover, difficult to estimate exactly the I’cal 
rate of wages in outlying parts of new countries. The workci'.s 
are picked men with a natural bias towards adventure ; hardy, 
resolute, and enteiprising ; men in the prime of life, who do 
not know what illness is ; and the strain of one kind and 
another which they go through, is more than the average 
English, and much more than the average European labourer 
could sustain. There arc no poor among them, because there 
are none who arc weak : if anyone becomes ailing, he is forced 
to retire to some more thickly-peopled place where there is 
less to be earned, but where also a quieter and less straining 
life is possible. Their earnings are very high if reckoned in 
money ; but they have to buy at very high prices, or altogether 
dispense with, many of the comforts and luxuries which they 
would have obtained freely, or at low prices, if they liall lived 
in more settled places. It is however true that many of 
these things are of but little real utility, and can be easily 
foregone, where no one has them and no one e.xpects them. 

As population increases, the best situations being already 

occujiied, nature gives generally less return of 

on th^gh^the produce to the marginal effort of the culti- 

Law of Di- vators ; and this tends a little €b lower wages. 

minishing Re- . . ix i»x 

turn may not But eveii 111 agncullui'p the Law of Increasing 

strongly^ Return is constantly contending with that of 
Diminishing Return, and many of the lands 
which were neglected at first, give a generous response to 
careful cultivation ; and meanwhile the development of roads 
and railroads, and the growth of varied markets and varied 
industries, render possible innumerable economies in pro- 
duction. Thus the actions of the Laws of Increasing and 
Diminishing Return appear pretty well balanced, sometimes 
the one, sometimes the other being the stronger. There is 
no reason so far why the wages of labour (of a given effici- 
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^ enoy) should fall. For if, taking one thing with another, the 
Law of Production is that of Constant Return, there will be 
no change in tlio I'Gwanl to be divided between a dose of 
capital and labour ; that i.s, between capital and labour work- 
ing together in the same proportions as before. And, since 
the I’iite of interest has fallen, the share which capital takes of 
this stationiiry joint reward is less than before ; and therefoi’e 
the amount of it remaining for laliour is greater'. 

But whether tlio Law of pnaluction of commodities be 
one of Constant Return or not, that of the pro- 

, ^ the influx of 

duction of new title-deeds to land is one of capital be- 
rapidly Diminishing Return. Tlie influx of 
foreign capital, though perhaps as great as ever, andwageatend 
becomes less in proportion to the population ; 
wages are no longer paid largely with commodities bori-owed 
from the old world : and this is the chief reason of the sub- 
sequent fall in Real Efficiency wages ; that is, in the neces- 
saries, comforts and luxuries of life which can be earned by 
work of a given efficiency. But there ai-e two other causes 
tending to lower average daily wages measured in money. 
The first is, that as the comforts and lu.xuries of civilization 
increase, the average efficiency of labour is lowered by the 
influx of immigrants of a less stuixly cliaracter than the earlier 
settlers. And-'the second i.s, that many of these new comforts 
and luxuries do not enter diivctly into money wage, ljut are 
an addition to it'. 

1 Of course the uggregute share of capital may have iiicreaseil. For 
instance, while labour has doubled capital may bare quadrupled, and the rate 
of interest may he two-thiiils of what it was ; and then, though each dose of 
capital gets a lower reward by one-third, and leaves for labour a larger 
share of the joint product of a dose of capital and labour, the aggregate share 
of capital will have risen in the ratio of eight to three. Much of the argument 
of Mr Henry George’s Proyreaa and Povertj is vitiated by his having over- 
looked this distinetion. * 

‘‘We took account of them when arriving at the conclusion that the action 
of tlic Law of Increasing Return would on the whole countervail that of 
Diminishing Return : and we ought to count them in at their full value when 
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§ 2. The influence which access to distant mar|[ets exerts 
on the growth of the National Dividend has been conspicu- 
ous in the histoiy of England also. 

For more than a hundred years she has pursued with 
energy those manufacturing industries which 
Mch'anged'** 8^'’® Increasing Return to increasing capital 
manufactures jmcl labour. She has exported goods that .ai’e 
obey °t he* Law made tlie more easily, tlie lai'ger tlio scale on 
R^etum'"'**'"'^ which they are producetl, in exchange for some 
r.aw produce that could not be easily raised in 
her own climate, and for some grain and meat which she 
could not have produced for herself, except by a cultivation 
of her land so intensive its to call the Law of Diminishing 
Return strongly into operation. For a long time her exports 
met with little effective competition. But as the century 
wore on, other nations developed their manufactures, and 
Englishmen are no longer able to get in» return 
any^oaf™er*" calico as much of the preducts 

partial mono- backwaid countries as before. At one time 
they could got for the calico nearly as mucli .as 
would have the same co.st of production in that backwiird 
country as a similar bale ; and every imj5ii)venient in England’s 
arts of manufacture would have increased considerably the 
amount of foreign goods she could have breught back in 
return for the pi-oduct of a given quantity of 
but nttie BO far labour and cajiital. But now every im- 

asforeigntrade pi'ovement in manufacture spreads itself ciuickly 

is concerned * a i «/ 

from improve- over the Western World, and causes additional 

ufacturT. of cotton to be offered to backwai-d coun- 

tries at a cheaper and still cheaper rate. Those 


tracing the changes in Real wages. Many liistoriaus have compared wages at 
different epochs with exclusive reference to those things which have always 
itcen ill cuinmon coiisuniptiun. But from the nature of the case, it is just 
tliese things to which tlic Law of Biininishing Return aiiplies ; and which tend 
to become scarce as population increases. The view thus got is uiie-bided and 
misleading in its geiiei'al effect. 
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^countries /lain much, wliile England herself gains but little 
from the improvement and the cheapening of the manufacture 
of the goods that she sends them. 

And she fares even woi'so with the goods that she sends to 
other manufacturing countries and especially to America. 
The amount of wheat which can be bought in Illinois with a 
ton of steel cannot be Jiiore than the produce of a.s much 
capital and hihour tin would make a ton of steel in Illinois by 
the new proce.sses ; and therefoi-e it has f.allen in the same 
proportion as the eflicicncy of English and American labour 
in making steel has increased. It is for this reason, as well 
as because of the heavy tariffs Icvieil on her goods by many 
countries, that in spite of England’s large trade, the progress 
of invention in the manufacturing arts has added le.ss than 
might have been otherwise expected to her real National 
Income or Dividend. 

It is no slight gain that she can make cheaply clothes 
and furniture and other commodities for her own use : but 
those improvements in the arts of manufacture which she 
has shared with other nations, have not directly increased 
the amount of I'aw proiluce which she can obtain from other 
csjuntries with the product of a given cpiantity of her own 
capital and labour. Probably more than three-fourths of tlie 
whole benclit she has ilerived from the jJrogress of manu- 
facture during the pi-esent century has been gains 

through its indirect iiitluences in loweiing the much from the 
cost of transport of men and gotsls, of water and trair5rort*of° 
light, of electricity and news ; for the dominant various kinds 
economic fact of our own ago is the development not of 
the Manufacturing, but of the Transport industries. It 
is these that are growing most rapidly in aggregate volume 
and in individual power, and which are giving rise to 
most anxious que.sti(ms as to the tendencies of large capitals 
to turn the forces of ('conomic freedom to the destruction 
of that freedom: but, on the other hand, it is they also which 
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have done by far the most towards increasing^il England’s 
wealth. 

One effect of this cheapening of transport h.is been that, 

while a century ago the goods which England gained by 

foreign trade were chiefly the luxuries of the well-to do, they 

now consist largely of bulky commodities and especially wheat 

and other kinds of simple food. And thus 

to?resp'l!cially although England’s gains from her foreign trade 

on the prices of may not have been increasing quite in pro- 
common rood. . ... 1 , 

portion to the gi-eat increase in its volume, the 

additions which it has made to the real purchasing power of 

the wages of the working classes have been very gi-eat ;md 

constantly increasing. 

§ 3. The influence, which the biiprovement of the moans 
. _ , and the arts of transport has exerted in this 

Influence of . , , , 

progress on the direction, lias been aided by two great changes. 
o*fsome leading The first is the adoption of Free Trade-in the 
commodities : middle of this century ; and the second is the 
VIZ. grain, subsequent development of the Missi.ssippi valley 
and tlie Far West of America, which are especially suited for 
growing the grain and the meat, that constitute fhe chief 
food of the English working man. 

'The only parts of America that were thickly peopled fifty 
years ago were ill-suited for gi-owing wheat ; and the cost of 
carrying it great distances by land was prohibitive. The 
labour value of wheat — that is the amount of labour which will 
purchase a peck of wheat — was then at its highest point, and 
now is at its lowest. It would appear that agricultural wages 
have been generally below a peck of wheat a day ; but that 
in the first half of the eighteenth century they were about a 
peck, in the fifteenth a peck and a half or perhaps a little 
more, while now they ai-e two or tln-ee pecks'. 

> Rogers’ estimates fur the Middle Ages are higher: hut he seems to liave 
taken the wages of the more favoured part of the population as representative 
of the whole. Tii tlie Middle Ages, even after a fairly good harvest, the 
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It is t'jue thiit, where population i.s very sparse, nature 
supplies grass and therefore animal food almost 
gratis; and in South America beggars pursue 
their calling on liorseback. During the Middle Ages however 
the population of England was always dense enough to give 
a considerable labour value to meat, though it was of poor 
quality'. A century ago very little meat was eaten by the 
working classes ; while now, though its price is a little higher 
than it was then, they prolaibly consume more of it, on the 
average, than at any oilier time in English history. 

Turning next to the rent of house room, wo find that 
ground-rents in towns have risen, both extensively 
and intensively. For an increa.sing part of the 
population is living in houses on which ground-rents at an 
urban scale have to he paid, and that scale is rising. But 
house rent proper, that is what remains of the total rent after 
deductilig the full i-ental value of the ground, is probably 
little, if at all, higher than at any previous time for similar 
accommodation ; for the rate of profits on the turnover which 
is earned by capital engaged in building is now low, and the 
labour cost of building materials has not much altered. And 
it niu.st bo remembered that those who pay the high town 
rents get in return the amusements and other advantages of 
modern town life, which many of them ivould not be willing 
to forego for the .sake of a much greater gain than their total 
rent. 

wheat was of a lower quality than the onliuary wheat of to-day ; while after 
a bod harvest much of it was so musty that iiow-a-days it would not be eaten 
at all ; and the wheat seldom became bread withont paymg a high monopoly 
charge to the mill belonging to the lonl of the manor. 

1 For cattle, though only about a fifth as heavy as now, hod very large 
frames : their flesh was chiefly in thu'>e parts from which the coarsest joints 
come ; and since they were nearly starv e<l iq the winter and fed up quickly on 
the Slimmer grass, the meat contained a large percentage of water, and lost a 
great part of its weight in cookmg. At the end of tlie summer they were 
slaughtered and salted; and salt was dear. Even the well-to-do scarcely 
tasted fresh meat during the whiter. 
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The labour value of wood, though lower at the 

beginning of the century, is higher than in the Middle Ages: 
but that of mud, briek or stone walls has not much changed ; 
while that of iron — to say nothing of glass — has fallen much. 

And indeed the popular belief that hou.se rent proper has 
risen, appears to bo duo to an imperfect iicquaintance with 
the way in which our forefathers were really housed. Tlie 
modern subui'baii artisans cottage contains .sleeping accom- 
modation far superior to that of the gentry in the IMiddle 
Ages ; and the working cla.s.scs had then no other beds than 
loose straw, reeking with vermin, and resting on damp mud 
floors. But even these were probably less unwholesome, 
when bare and shared between human beings and live stock, 
than when an attempt at respectability covered them with 
nishes, which wore nearly always vile with long accumulated 
refu.«e. It is undeniable that the housing of the very poorest 
classes in our towns now is do.structive both of body and 
soul : and that with our present knowledge and rp.sciurce.s wo 
have neither cause nor excuse for allowing it to continue. 
And it is true that in earlier times bad housing was in so far 
a le.ss evil than now, as tlio.se who were hiully housed hy night 
had abundant fresh air hy day. But a long series of records, 
ending with the evidence of Lord Shaftesbury and others 
before the recent Commission on the Housing of the Poor, 
eHtahlishe.s the fact that all the horror.s of the worst dens of 
modern Loiulon had their cfjunteiiiart in worse horrors of the 
lairs of the lowest stratum of society in every previous ago. 
Fuel, like grass, is often a free gift of nature to a sparse 
^ ^ population; and during the Middle Ages the 
cottagers could generally, though not always, get 
the little brushwood fire net*ded to keep them wann .as they 
huddled together round it in huts which had no chimney 
through which the he.at could go to waste. But as population 
increased the scarcity of fuel pressed heavily on the working 
classes, and would have arrested England’s progress altogether. 
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^had not co^il been midy to take the place of wooil as fuel for 
domestic pui’pose.s, as well as for smelting iron. Tt is now so 
cheap that e\'eu the comparatively poor can keep themselves 
warm indoors without living in an uuwhole.some and stupefy- 
ing atmosphere. 

This is ono i>f tlu! great .services that coal luis wrought 
for modern ci\ iliKation. Another is to provide 
clieap undcr-clothing, without which cleanliness 
is impossible f<ir the nias.seK of the people in a cold climate: 
and that is pciiiaps the chief of the Ix'uefits that Kngland has 
gained from the direct application of machinery to making 
commodities for her own use. Another, and not less im- 
portant service, is to provide abundant water, 
even in large towns'; and another to supply, 
with the aid of mineral oil, that cheap and artilicial light 
which is needed not only for .some of man’s work, 
but, what is of higher nuiment, for the good use of 
his evening leisure. To this gnmp of requisites for a civilised 
life, derived from coal on the ono hand, and modern means of 
transport on the other, we must add, as has just been noticed, 
the cheap .and thorough moans of communication anj 

of news and thought by stoam-pivs.se.s, by steam- travel, 
carried letters and steam-made facilities for travel. 

§ 4. We h.4vc .seen that (hi* National Dividend is at 
once the aggregate net product of, and the solo influence 
source of payment for, all the jigents of pro- of progress on 
duction within the country ; th.at the hirgcr it is, ji,e chief a- 
the larger, other things being equ.al, will be the 
share of each agent of production, and that an 
increase in the supply of any agent will generally lower its 
price, to the benefit of other agents. 


r Primitive appliances will bring water ffom high gronnd to a few pnblio 
fonntains. bnt the omnipresent water supply which both in its coming and its 
going performs essential services for cleanliness and sanitation, wonld be im- 
possible without coal-driven steam-pamps and cool-made iron pipes. 
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geiiei’al prijiciple is specially applicable ft) the ease 
it has some- land. An increase in the amount or pro- 
times lowered ductiveness of the land that supplies any market 
English agri- redounds in the first instance to the Ijenefit of 
cultural land, capitalists and workers who are in pos- 

session of other agents of production for the same market. 
And the influence on values which has been exerted in the 
modern age by the new means of transport is nowhere so 
conspicuous as in the history of land ; its value rises with 
every improvement in its communications with markets in 
which its produce can be sold, and its value falls with every 
new access to its own markets of produce from more distant 
places. 

But anything that promot<*s the pi-osperity of the people 

promotes aLso in the long i-un that of the land- 

cuiturar^aifd"' soil. It is true that English rents 

urban land 2 . 0^0 very fast when, at the beginning 'of this 
taken together. •' . , , , , ® . , , 

century, a .senes of bad harvests struck down a 

people that could not import their food ; but a rise so caused 
could not from the nature of the case have gone very much 
further. And the adoption of free trade in corn in the middle 
of the century, followed by the expansion of American wheat- 
fiekls, is rapidly raising the real value of the land urban and 
rural taken together; that is, it is raising the' amount of the 
necessaries, comforts and luxuries of life which can bo pur- 
chased by the aggregate rental of all the landowners urban 
and rural taken together*. 

1 It seems that the agricultural (mouey) rent of England doubled between 
179.5 and ISl.'i, and then fell by a third till 1822 ; after that time it has iieen 
alternately rising and falling; and it is now nl>ont 45 or 50 millions as against 
.50 or 5.5 millions aiiout the year 1873, when it was at its highest. It was 
about Ik) millions in 1810, 10 millions in 1770, and G millions in 1600. Bat the 
rental of urban land in England is now rather greater than the rent of 
agricultural land : and in order to' estimate tlie full gain of tlie landlords from 
tlie expansion of poiinlation and general progress, 5ve must reckon in tlie 
values of tlie land on which there are now railroads, mUies, docks, dre. Taken 
oil together, the mouey rental of England's soil is probably twice as high, and 
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§ 5. Ff|litical Arithmetic may be said to have begun in 

England in the seventeenth century; and from 

that time onwards wo find a constant and nearly increase^™th!f 

steady increase in the amount of accumulated supply of 
*' capitali 

wealth per head of the population. 

This increase of capital per head tended to diminish^ its 
marginal utility, and therefore the rate of interest yias lower, 
on new inve.stments ; but not unifoi-mly, because proper- 

1 . . * . , tionate though 

there were meanwhile great variations in the not its total in- 

demand for capital, both for political and military 
and for industrial purposes. Thus the rate of interest which 
was vaguely reported to bo 10 per cent, during a great part 
of the Middle Ages, had sunk to 3 per cent, in the earlier 
half of the eighteenth contuiy ; but the immense industrial 
and political demand for capital raised it again, and it was 
relatively high during the great war. Tt fell as soon as the 
politicaf drain had ceased ; but it rose again in the middle of 
this century, when railways and the development of the 
Western States of America and of Australia made a great 
new demand for capital. The.se new demands have not 
slackened; but the rate of interest is again falling fast, in 
consequence of the great recent accumulations of wealth in 
England, on the Continent, and above all in America. 

§ 6. The growth of general enlightenment and of a sense 
of responsibility towanls the yoiing has turned a 

Aw w There IS s re« 

great deal of the increasing wealth of the nation lative fall in 

from investment as Material capital to invest- 

^ trsmco 

ment as Personal capit<'iL There has resulted a 
largely increased supply of trained abilities, which has much 
increased the National Dividend, and raised the average 
income of the whole people : but it has taken away from these 

its Beal rental three or four times as high, a) it was when the corn laws were 
repealed. 

Progress may lower the value of the appliances of production, when this 
can be separated from that of their sites ; but not of sncli things os railwaySi 
when the value of their sites is reckoned in. Bee Prinoiplea VI. xix. 7. 

M. ' 12 
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trained abilities much of that scarcity value whic|t they used_ 
to possess, and has lowered their earnings not indeed absolute- 
ly, but relatively to the general advance ; and it has caused 
many occupations, which not long ago were accounted skilled, 
and which are still .spoken of as skilled, to rank with unskilled 
labour as regards wages. 

A striking instance is that of writing. It is tnio that 
many kinds of office work i-cquire a rare combination of high 
mental and moral qualities j but almost any one can be easily 
taught to do the work of a copying clerk, and probably there 
will soon be few men or women in England who cannot write 
fairly well. When all can write, the work of copying, which 
used to earn higher wages than almost any kind of manual 
labour, will rank among unskilled trades’. 

Again, a new branch of industry is often difficult simply 
because it is unfamiliar ; and men of great force 
oid^nd Vmi- skill are required to do work, which' can be 
liar skilled oc- done by men of ordinary capacity or oven by 

cupations tend i ,i 

tofaiireistive- women and children, when the track has once 
new" *" been well beaten ; its wages are high at first, 
but they fall as it becomes familiar. And this 
has caused the rise of average wages to bo underrated, because 
it so happens that many of the statistics, which seem typical 
of general movements of wages, are taken from trades which 
were comparatively new a generation or two ago, and are 
now within the grasp of men of much less real ability than 
those who pioneered the way for them”. 

^ In fact the better kinds of artisan work educate a man more, and will be 
better paid than those kinds of clerk’s work which coll for neither judgment 
nor responsibility. And, as a rule, the best thing that an artisan can do for 
his son is to bring him up to do thoroughly the work that lies at his hand, so 
that lie may uiidei'stand the mechanical, chemical or other scientific principles 
that bear upon it ; and may enter into the spirit of any new improvement that 
may be made in it. If his son sliould prove to have good natural abilities, he 
is far more likely to rise to a high position in the world from the bench of an 
artisan tlian from the desk of a clerk. 

* Comp. Book iv. Ch. vi. §§ 1, 2; and Ch. ix. especially § 3. As the ti'ode 
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The ci^nsequence of such changes as these is to increase 
the number of those employed in occupations ■which are 
called skilled, whether the term is now properly applied or 
not ; and this constant increase in the numbers of workers in 
the higher classes of trades has cau.sed the average of all 
labour to rise much faster than the average of representative 
•wages in each trade'. 

In the middle ages, though some men of great ability 
remained artisans all their live.s, and became artists ; yet as 
a class the artisans ranked more nearly with the 
unskilled labourers than they do now. At the w?ges"* 
beginning of the new industrial era a hundred 
years ago the artisans had lost much of their old artistic 
traditions and had not yet acquired that technical command 
over their instruments, that certainty and facility in the exact 
performance of. difficult tasks which belong to the modern 
skilled artisan j and observers early in this century were 
struck by the social gulf that was being opened out in their 

progresses, improvements in machineiT' are sure to lighten the strain of ac- 
complishing any given task ; and therefore to lower task wages rapidly. But 
meanwhile the pace of the machinery, and the quantity of it put under the charge 
of each worker, may be increased so much that the total strain involved in the 
day’s work is greater tlian Imfore. On this subject employers and employed 
frequently differ, dt is for instance certain that Time wages have risen in the 
textile trades; but the employes aver, in contradiction to the employers, that 
the strain imposed on them has increased more than in proportion ; that is, 
that EfBciency-wages have fallen. In this controversy wages have been 
estimated in money; but when account is taken of the increase in the 
pnrehasing power of money there is no doubt that Beal Efficiency- wages have 
risen. 

1 This nmy be made clearer by an example. It there are 500 men in grade 
A earning 12s. a week, 400 in grade B eamhig 26s. and 100 in grade C earning 
40s. the average wages of the 1000 men are 20s. If after a time 300 from grade 
A have passed on to grade B, and 300 from grade B to grade C, the wages in 
each grade remaining stationary, then the average wages of the whole 
thousand men will be about 28s. Gd. And/ even if the rate of wages in each 
grade had meanwhile fallen 10 per cent., the average wages of nil would still 
he about 25s. M., that is would have risen more than 25 per cent. Neglect 
of such facts as these, as Mr Giffen has pointed ont, is apt to cause great 
errors. 
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own generation between the artisan and the unskillet^ labourer. 

This social change was a consequence partly of 
to those of un- the increase of the wages of the artisan, which 
rose to about double those of the unskilled 

at the begin* 

nine of the labourer ; and pirtly of the same cause that 
century. secured him bis high wages, that is the great 

increase in the demand for highly .skilled labour, especially in 
the metal trades, and the consequent rapid absorption of the 
strongest characters among the labourers and their children 
into the ranks of the artisans; for the breaking down, just 
at that time, of the old exclusiveness of the artisans, had made 
them less than before an aristocracy by birth and more than 
. ^ ... before an aristocracy by worth. But alx>ut a 

but now that ^ . 

tendency is re- generation ago, as ha.s just been expliiined, some 
versed. simpler forms of skilled trades began to 

lose their scarcity value, as their novelty wore oft’; and at the 
same time continually increasing demands began to bh made 
on the ability of those in some trades, that ai'e traditionally 
ranked as unskilled. TIic navvy for instance, and cv(>n the 
agricultural labourer, have often to be trusted with expensive 
and complicated machineiy, which a little while ago 'W’as 
thought to belong only to the skilled tr.odes, and the Real 
wages of those two representative occupations are rising 
fast'. 

Ag!iin, there are some skilled and resiwnsible occupations, 
such as those of the head heiiters and lollers in iron works, 
whieh require great physical strength, and involve mucli 
discomfort : and in them wages are very high. For the 


^ The rise of wages of agricaltoral labourers would be more strihiug than 
it is, did not the siircad of luodcrii notions to agricultaral districts ennse many 
of the ablest children born there to leave the fields for the railway or tlio 
workshox), to become policemen, .or to act as carters or porters in towns. 
Perhaps tliere is no stronger evidence of the benefits of modem education and 
economic progress than the fact that those w'ho are left behind in the fields, 
though having leas than an average share of natural abilities, are yet able to 
earn much higher Beal wages than their fathers. 
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temper of|t}ie age makes iliose who can do high class work, 
and can eai'ii good wages easily, refuse to* undergo huidship, 
except for a very high reward. 

§ 7. We may next consider the changes in the relative 
wages of old and young men, of women and children. 

The conditions of indu.stiy change so fast that long expe- 
rience is in some trades almost a disadvantage, 
and in many it is of far less value than a quick- lative fall "^in 

ness in taking hold of new ideas anil adapting wages of 
° ^ 1 ° elderly men ; 

one’s habits to new conditions. In these trades 
an eldei'ly man finds it difiicult to get employment except 
when trade is brisk, at all events if he is a member of a 
union which will not allow him to work for less than the full 
wages of the district. In any case he is likely to earn less 
after he is fifty years old than before he is thirty ; and the 
knowledge of this is tempting artisans to follow the example 
of unskilled labourers, whose natural inclination to marry 
early has always been encouraged by the desire that their 
family expenses may begin to fall oil’ before their own wages 
begin to siirink. Trades-unions are afraid that abuses might 
creep in if they allowed men “ with grey hairs ’’ to compete 
for employment at less than full wages ; but many of them 
are coming to see that it is to their own interest, as it 
certainly is to that of the community, that such men should 
not be forced to be idle. 

A second and even more injurious tendency of the same 
kind is that of the wages of children to rise 

^ ^ and a ns« in 

relatively to those of their parents. Machinery the wages of 

has displaced many men, but not many boys ; 
the customary restrictions which excluded them from some 
trades are giving way ; and these changes, together with the 
spread of education, while doing ^ood in almost every other 
direction, are doing harm in this that they are enabling boys, 
and even girls, to set their parents at defiance and start in 
life on their gwn account. 



342 


BOOK VI. CH. XII. §§ 7 — 9 . 

The wages of women are for similar reasons jFising fast 
relatively to those of men. And this is a great 
gain in so far as it tends to develop their 
faculties ; but an injury in so far as it tempts them to neglect 
their duty of building up a true home, and of investing their 
eifoRbs in the Personal capital of their children’s character and 
abilities. 

§ 8. The relative fall in the incomes to be earned by 
moderate ability, however carefully trained, is 
of"ej(ce^onai accentuated by the rise in those that are obtained 
pnius are ria- |jy many men of extraordinary ability. There 
never was a time at which moderately good oil 
paintings sold mure cheaply than now, and there never was a 
time at which first-rate paintings sold so dearly. A business 
man of aveiuge ability and average good fortune gets now a 
lower rate of profits on his capital than at any previous time ; 
while yet the operations, in which a man exceptionally 
favoured by genius and good luck can take part, are so 
extensive as to enable him to amass a huge fortune with a 
rapidity hitherto unknown. 

The causes of this change are chiefly two ; firstly, the 
general growth of wealth ; and secondly, the 
two%auses development of new facilities for communication, 
by which men, who have once attained a com- 
manding position, are enabled to apply their constructive or 
speculative genius to undertakings vaster, and extending over 
a wider area, than ever before. 

It is the first cause, almost alone, that enables some bar- 
er which one risters to command veiy high fees; for a rich 
Tone ol'profes" whose reputation, or fortune, or both, are 

sionai in- at stake will scarcely count any price too high to 

comes, secure the services of the best man he can get : 

and it is this again that enables jockeys and painters and 
musicians of exceptional ability to get veiy high prices. In 
all these occupations the highest incomes earned in our own 
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^ueratioii (*jre the highest that the world has yet seen. But 
so long as the number of persons who can ■•be readied Viy a 
human voice is .strictly limited, it is not very likely that any 
singer will make an advance on the £10,000, said to have lieen 
earned in a season by Mrs Billington at the beginning of this 
century, nearly as great as that which the business leaders 
of the present generation have made on those of the last. 

For the two causes have cooperated to put enormous 

power and wealth in the hands of those business 

. 1 . 1 1 i while both act 

men ot our own generation wlio have hail nrst- fuHy ^jtj, 

mte genius and have been fatoui-ed by fortune. to busi- 

. . , ‘ ness incomes. 

This is most conspicuous in America, where 

sevei-al men who began life poor, have amassed more than 
£10,000,000 each. It is true that a great part of these gains 
have come, in suiiie cases, from the wrecks of the rival 
speculators who had been worsted in the race. But in others, 
as for instance, that of the late Mr Vanderbilt, they were 
earned mainly by the supiviiie economizing force of a great 
constructive geiiiu.s w urking at a new and large problem with 
a free hand : and Mr Vanderbilt probably .saved to the people 
of the United State.s more than he accumulated him.self. 

S y. But these fortunes are exceptional. The diffa.siua 

of knowledge, the improvement of education, the 

growth of prudent habits among tbe niiLSses of improving the 

the people, and the ojiportunities » Inch the new St" b'ody 

luetliods of bu.siiie.ss offer for the safe inve.stment working 

clasBcs. 

of small c•apit^tJ^ : — all fuiues are telliug on 

the bide of the poorer clasoes as a whole i-elatively to the 
richer. The returms of the income tax and the house tax, the 
statistics of consumption of commodities, the records of 
salaries paid to the higher and the lower ranks of servants 
of Government and public companies, tend in the same 
direction, and indicate that middle class incomes are in- 
creasing faster than those of the rich ; that the earnings of 
artisans ai-e increasing faster than those of the prufessional 
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classes, and that the wages of healthy and vigorous unskillecl, 
labourers are increasiug faster even tliaii those of the average 
artisan’. 

It must Ije admitted tliat a rise in wages would lose part 
The incon- it® Ijeiiefit, if it were accompanied by an ia- 

su^icy of em- crease in the time spent in enforced idleness. 

ployment in i 

modern in- Inconstancy of employmeut is a great e^^l, and 
to lightl)’ atti'act.s public attention. But seveml 

rated. Causes cumbiiie to iiuike ii appear to be greater 

tlian it really is. 

When a large factory goes on half time, rumour bruits 
the news over the whole neighbourhood, and perhaps the 
newspapers spread it all over the country. But few people 
kuow when art independent workman, or even a small em- 
ployer, gets only a few days’ work in a month; and in conse- 
quence whatever su.spensions of industry there are in modern 
times, are apt to seeiir more important than they are relatively 
to those of earlier times. In earlier times some lalwurei-s 
were hired hy the year : hut they were not free, and were 
kept to their work hy pei’sonal chastisement. There is no 
good cause fur thiiikiiig that the iuedi:eval artisan had con- 
stant employment. And the must persisteixtly inconstant 
emplo}niient now to be found in Europe is in those uou- 
agricultural industries of the West which are most nearly 
mediaeval in their method.s, and in those industries of Eastern 
and .Southern Euitipe in which luediaival traditions are 
strongest. 

I n many directions there is a steady increase in the pro- 
portion of employes who are practically hired by the year. 

1 X great body of statistics relating to nearly all civilized countries, and 
uniformly tending in this direction is contained in H. Leroy Beaulieu's Kitsai 
aur la repartition tlea Jticheabea, ct anr la tendance u uue inoinJre iaegalite des 
eondilioua, IsBl. Mr Gosclieu’s Address to tlie Boyal Statistical Society in 
1SB7 on The increaae of Moderate incomes points the same way; and above all 
so do the very careful and iustractive studies of wage statistics made by 
Mr Uiffeu iu Lis pri\ ate and iu Lis official capacity. 
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This is fc^’ instance the general rule in many of those trades 
connected with Transport which are growing faste.st, and are 
the representative industries of the second half of the nine- 
teenth centuiy, as the manufacturing trades were of the first 
half. And though the rapidity of invention, the fickleness 
of fashion, and above all the instability of Credit, do certainly 
introduce disturbing elements into modern industry ; yet, as 
we .shall see presently, other influences are working strongly 
in the opposite direction, and there seems to be no good 
reason for thinking that incon-stancy of employment is in- 
creasing on the whole. 

We have not yet reached the stage at which we can 
profitably study either the general influence of economic pro- 
gress on human well-being, or the policy by which that 
influence may best be directed. Hut one special aspect of 
this study, regarding the correlated standards of life and 
work, has so intimate a connection with the subjects of this 
chapter, that something may with advantage bo said about 
it before closing this volume : and it may conveniently be 
combined with a short study of trade-unions and especially 
the influence on progres-s exerted by the “Common Hule” 
of trade-union action. 
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PHOGRESS IN RELATION TO STANDARDS OF LIFE. 


§ 1. Let us l>egin l>y por.suing a little further tlie line of 
Activitin end thought ou which we Started in Book TIL, when 
wants. considering wants in relation to activities. "We 

there saw reason.s for thinking that the true key-note of 
economic progres-s is the development of new activities rather 
than of new wants ; and we may now make some study of a 
question that is of special urgency in our own generation; 
viz. — what is the connection hetwcen changes in the manner 
of living and the rate of earnings ; how far is eitlier to be 
regarded as the cause of the other, and how far as the effect 1 
The term the standard of life is here taken to mean tlie 
standard of activities adjusted to wants. Thus 
a rise in the standard of life implies an increase 
of intelligence and eiieigy and self-respect; leading 
to more care and judgment in e.^penditure, and 
to an avoidance of food and drink that gratify 
the appetite but afford no .strength, and of ways 
of living that are unwholesome physically and morally. A rise 
in the standard of life for the whole population will much 
increase the national dividend, and the share of it which 
accrues to each grade and to each trade. A rise in the 
standard of life for any' one trade or grade will raise their 
efficiency and therefore theif own real wages : it will increase 
the national dividend a little; and it will enable others to 
obtain their assistance at a cost somewhat less in proportion 
to its efficiency. 


By the 
Standard of 
life we mean 
the standard 
of activities 
adjusted to 
wants. 



PHOQRESS IN RELATION TO STANDARDS OF LIFE. 347 


But mr|iy writers have spoken of the influence exerted 
on wages by a rise, not in the standard of life, but in that of 
comfort -, — a term that may suggest a mere increase of arti- 
ficial wants, among which perhaps the grosser wants may 
predominate. It is true that every broad improvement in the 
standard of comfort is likely to bring with it a better manner 
of living, and to open the way to new and higher activities ; 
while people who have hitherto had neither the necessaries 
nor the decencies of life, can hardly fail to get some increase 
of vitality and energy from aii increase of comfort, however 
gross and material the view which they may take of it. Thus 
a rise in the standard of comfort will probably involve some 
rise in the standard of life ; and, in so far as this is the cose, 
it tends to increase the national dividend and to improve the 
condition of the people. 

Some writers however of our own and of earlier times 
have gone further than this, and have implied that a mere 
increase of wants tends to mise wages. But the only direct 
effect of an increase of wants is to make people more miserable 
than before. And if we put aside its possible indirect effect 
in increasing activities, and otherwise raising the standard 
of life, it can j-aise wages only by diminishing the supply 
of labour. It will lie well to go into this matter more 
closely. 

§ 2. It has already been noted that if population increased 
in high geometrical progi'essioii uninterruptedly 

. ° ^ i 1 • V, ABSumptioiw 

tor many generations together m a country which which under- 
could not import food easily, then the total pro- {*aw of wages 
duce of labour and capital, working on the 
resources provided by nature, would barely cover the cost 
of rearing and training each generation us it came : this 
would be true even if we suppose^^ that nearly the whole of 
the national dividend went to labour, scarcely any share being 
allotted the capitalist or landowner'. If the allowance fell 
1 VI. II. 2, 3 ; also IV. iv. aud v. ; anil VI. iv. 
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below that level, the r.ate of increase of the popi^ation iuust< 
necessarily shrinfe; unless indeed the expenses of their nurture 
and rearing were curtailed, with a resulting lowering of 
efficiency, and therefore of the national dividend, and there 
fore of earnings. 

,But in fact the cheek to the rapid growth of population 
would probably come earlier, because the popula- 
stamTardoT Would not be likely to limit its 

comfort miebt consumption to bai’e necessaries : some part of 
lUtJemTifer** the family income would almo.st certainly be 
diuons J*?®*** gratifications ^ich contributed but 

little to the maintenance of life and efficiency. 
That i.s to say, the maintenance of a standard of comfort, 
raised more or less above that whiclj was necessary for life 
and efficiency, would necessarily involve a check to the growth 
of population at a rather earlier stage than would have been 
reached if family expenditure had been directed on the same 
principles as is the expenditure on the nurture and training of 
horse.s or .slaves. This analogy reaches further. 

Three necessaries for full efficienc}’ — hope, freedom and 
change' — cannot easily be brought within the slave's reach. 
But as a rule the shrewd slave-owner goes to some trouble and 
expense to promote rough musical and other entertainments, 
on the same principle that he provides medicines : for ex- 
perience shows that melancholy in a slave is as wasteful as 
disease, or as cinders that clog the furnace of a boiler. Now 
if the standai-d of comfort of the slaves were to rise in such 
a way that neither punishment nor the fear of death would 
make them work unless provided with expensive comforts and 
even luxuries, they would get those comforts and luxuries; 
01 ' else they would disappear, in the same way as would a 
breed of horses that did not earn their keep. And if it were 
true that the real wages of labour were forced down chiefly 
by the difficulty of obtaining food, as was in fact the case in 
* See IV. v. 4. 
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-^England a hundred years ago ; then indeed the -working classes 
might relieve themselves from the pressurt of Diminishing 
Return by reducing their numbers. 

But the}' cannot do so now, because there is no .such 
pressure. The opening of England’s ports, in but not in 
1846, -was one among many causes of the England yow. 
development of railways connecting the vast agricultural 
lands of North and South America and Australia with the 
sea. Wheat grown under the most advantageous circum- 
stances is brought to the English working man in sufficient 
quantities for his family at a total cost equal to but a small 
part of his wages. An increase in numbers gives many new 
opportunities for increased efficiency of labour and capital 
working together to meet men’s wants; and thus may raise 
wages in one direction as much as it lowers them in another ; 
provided only the stock of capital required for the new de- 
velopments increases fast enough. Of coume the Englishman 
is not unaffected by the law of diminishing return : he cannot 
earn his food with as little labour as if lie were near spacious 
virgin prairies. But its cost to him, being now governed 
mainly by the supplies which come from new countries, 
would not be greatly affected either by an increase or by a 
diminution in ^ the population of this country. If he can 
make his labour more efficient in producing things which 
can be exchanged for imported food, then ho will get his 
food at less real cost to himself, whether the population of 
England grows fast or not. 

When the wheat-fields of the world are worked at their 
full power; or even earlier, if the free entry of food into 
England’s porta should ever be obstructed ; then indeed an 
increase of her population may lower wages, or at all events 
check the rise that would otherwise have come from the 
continued improvement in the arts of production : and, in 
such a case a rise in the standard of comfort may raise 
wages merely by stinting the growth of numbers. 
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But, while the present good fortune of abundaift imported'^ 
Contrast be- food ‘attends on the English people, a rise in their 

tween changes standard of oomfort could not increase their 
and“™average wages, merely by its action on their numbers, 
activities. farther if it were obtained by measures 

whkeh forced down the rate of profits on capital even further 
below the level, which can be got in countries which have 
a greater power of absorbing capital than England has, it 
might both check accumulation in England, and hasten the 
exportation of capital : and in that case wages in England 
would fall both absolutely, and relatively to the rest of the 
world. If on the other hand a rise in the standard of comfort 
went together with a great increase in eificiency ; then — 
whether it were accompanied by an increase in numbers or 
not — it would enlarge the national dividend relatively to 
population, and establish a rise of real wages on an enduring 
basis. 

Thus a diminution by one-tenth of tlie numlxsr of workers, 
each doing as much work as before, would not materially raise 
wagesj and therefore a diminution by one-tenth in the amount 
of work done by each, the number remaining unchanged, 
would lower wages in general by one-tenth. 

This argument is of course consistent with_ the belief that 
Dependence ® compact group of workers can for a time raise 
of wages on their wages at the expense of the rest of the 
efficiency. community by making their labour scarce. But 
such strategy seldom succeeds for more than a short time. 
However strong the anti-social obstacles which they erect 
against those who would like a share of their gains, inter- 
lopers find their way in ; some over the obstacles, some under 
them, and some through them. Meanwhile invention is set 
on foot to obtain in some o^her way, or from some other place, 
things of the production of which the compact group thought 
to have a partial monopoly : and, what is even more dangerous 
to them, new things are invented and brought into general 
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use, which satisfy nearly the same wants, and yet make no 
use of trfeir labour. Thus after a wliils those, who have 
striven to make a shrewd use of monopoly, arc apt to find 
their numbers swollen rather than reduced, while the total 
demand for their labour has shrunk : and then their wages 
will fall heavily. 

There are indeed some groin« of workers which are free 
from one of tlie chief of these daiigei’s. If the numbers of the 
lowest paid groups shrink, .scarcity may tend to raise their 
wages without attracting many interlopers. But more on 
that point a little later. 

§ 3. Let us then look away from standards of comfort 
or wants ; and consider rather standards of life 
and activities in relation to standards of earnings, activities in 
Let us inquire how changes in activity allect relation to 

: 1, 1 p 1 hours of work. 

wages, having in view all the many forms which 
such a. change may assume; but lulhcring, for the sake of 
definiteness, throughout the discussion to that particular mode 
of standardizing activity which is simplest and most cosily 
applied, viz. a regulation of the hours of laliour. 

The influence which the standard hours of work exert on 
economic activities, is partially obscured by the wear 

fact that the earnings of a human being are and-tenrapt to 
commonly coilntcd gross', no special reckoning “'"'"''ated. 
Ijeing made for lii.s wear^and-tpar, of which indeed he is 
himself often rallier careless. Further, very little account 
is taken of the evil effects of the overwork of men on the 
well-being of the next generation ; although the hours of 
labour of chUdren are regulated by the law in their own 
interests, and those of women in the interests of their 
families. 


\V hen the hours and the general conditions of labour are 
such as to cause great wear-and-tbar of body or mind or both, 
and to lead to a low standard of living ; when tliere has been 
a want of tliat leisure, rest and repose, which are among the 
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necessaries for efficiency; then the labour has been extrava- 
gant from the point of view of society at large, just as it 
would be extravagant on the part of the individual capitalist 
to keep his horses or slaves overworked or underfed. In such 
a case a moderate diminution of the hours of labour would 
diminish the national dividend only temporarily : for as soon 
as the improved stfiudard of life had had time to exert its 
full effect on the efficiency of the workers, their increased 
energy, intelligence and force of character would enable them 
to do as much as before in less time; and thus, even from 
the point of view of material production, there would be no 
ultimate loss any more than there would be in sending a sick 
worker into hospital to get his strength renovated. And, 
since material wealth exists for the sake of man, and not 
man for the sake of material wealth : the replacement of in- 
efficient and stunted human lives by more efficient and fuller 
lives would be a gain of a liigher order than any temporary 
material loss that might have been occasioned on the way. 

This argument assumes that the new rest and leisure raise 
the standard of life. And such a result is almost certain to 
follow in the extreme cfises of overwork which we have been 
now considering ; for in them a mere lessening of tension is 
a necessary condition for taking the first step upwards. The 
lowest grade of honest workers seldom work vety hard. But 
they have little stamina ; .and many of them are so over- 
strained that they might probably, after a time, do as much 
in a shorter day as they now do in a long one. 

Again there are some branches of industry which at 
Economy of pr®sent turn to account expensive plant during 
double ehiiu nine Or ten hours a day ; and in which the 
msome ra es. introduction of two shifts of eight hours, 

or even less, would be a gain. The change would need to be 
introduced gradually ; for there is not enough skilled labour in 
existence to allow such a plan to be adopted at once in all the 
workshops and factories for which it is suited. But some 
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^kinds of machinery, when worn out or antiquated, might be 
replaced on a smaller scale; and, on the athcT hand, much 
new machinery that cannot l)e profitably introduced for a ten 
hours’ day, would introduced for a sixteen hours’ day ; and 
when once introduced it would be inipr()\ed on. Thus the 
arts of production would progress more rapidly ; the national 
dividend would increase ; working men would be able to earn 
higher wages without checking the growth of capital, or 
tempting it to migrate to countries where wages arc lower; 
and all classes of society would reap benefit from the change. 
The importance of this consideration is more apparent 
every ye.ar, since the growing expensiveness of machinery, and 
the quickness with which it is rendered obsolete, are con- 
stantly increasing the wastefulness of keeping the untiring 
iron and steel resting in idleness during sixteen hours out 
of the twenty-four. Tu any country, such a change would 
increase!’ the net produce, and therefore the wages of each 
worker ; because much less than before would have to be 
deducted from his total output on account’ of charges for 
machinery, plant, factory-rent, itc. But Anglo-Saxon artisans, 
unsurpassed in accuracy of touch, fuid surpassing all in sus- 
tained energy, would more than any others increase their not 
produce, if they would keep their machinery going at its full 
speed for sixteen hours a day, even though they themselves 
worked onl}' eight'. 

' Doubt’ Miifts are uwd more on the Contmciit tbaii in Eiiclaiiil. But 
they hare not a fair trial there, for the hours of labour are bo long that double 
shifts inrolre work nearly all the night through; and night work is never 
so good os day work, partly because tliose wlio work at night do not rest 
perfectly during the day. No doubt rertain practical objections can be urged 
against the plan; for instance, a mocliiue is not so well cared for when two 
men share the re.sponsi1)Uity of keeping it in order, ns when one man has tlie 
whole management of it ; and there is soincthnes a diHlridty aliout fixing re- 
sponsibility for imperfections in the work done; hnt these dilhettUies can be 
in a great measure overcome by putting the’inaeliino and the work in charge 
of tno partners. Again, there woold he a little difficulty in reodjnsting the 
office arrangements to suit a day of sixteen hours. But employers and thoir 
foremen do not regard these difficulties as insuperable ; and experience shows 
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It must however be remembered that tins particular plea 
for a reduction of the hours of labSur applies 
fur5ier"rm* only to those trades which use, or can use, ex- 
houraof labour pensive plant; and that in many cases, as for 
would lessen instance in some mines and some branches of 
production. railway work, the system of shifts is already 
applied so as to keep the plant almost constantly at work. 

There remain therefore many trades in which a reduction 
of the hours of labour would certainly lessen the output in 
the immediate piesent, and would not certainly bring about 
at all quickly any such increase of efficiency as would raise 
the average work done per head up to the old level. In such 
cases the change would diminish the national dividend , and 
the gre.ater part of the resulting material loss would fall on 
the workcis whoso hours of labour were diminished. Tt is 
true that in some trades a scarcity of labour would raise its 
price for a good long while at the expense of the rest of the 
community. But as a rule a rise in the real price of labour 
would cause a diminished demand for the product, partly 
through the increased use of substitutes , and would also cause 
an inrush of new labour from less favoured trades. 


§ 4. It may be well to try to explain the great i itality of 


Immediate 
and ultimate 
efTects on 
wages of re- 
ducing the 
hours of 
labour. 


the common belief that wages could be raised 
generally by merely making labour bcarco, and 
independently of any effect it might have in 
keeping machinoiy longer at work and thoiefore 
making it more efficient, or in preventing people 
from being stunted and prematurely worn out 


by excessive woik. 


tliat workmen soon overcome the repugnance which tlicy feel at fiist to double 
shifts One set might end its >\oik at noon, and tlie other begui tlien; or 
what would peihaps ho better, one shift might woik, say, from 5 urn. to 
10 a m and from 1 30 p m to^ 4 30 p ni , the second set working fiom 
10 15 a m to 1 15 p m and fioin 4 45 p ni to 9 45 p m ; tlie two sets imght 
change places at the end of each week oi month A general adoi>tion of double 
shifts will be ncceb&aty if the e\teiision of the marvellous powers of expensive 
machinery into e\ery biancli of manual work is to exercise the full influence 
of which it IB capable in reducing the boms of labour mucb below eight. 
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To be jin 'with, it is difficult to realize^ how different, and 
often even opposed, are the immediate and permanent effects 
of a change. People see that when there are competent men 
waiting for work outside the offices of a tramway company, 
those already at work think more of keeping their posts than 
of striving for a rise of wages j and that if these men ‘were 
away, the employers could not resist a demand for higher 
wages. They dwell on the fact that, if tramway men work 
short hours, and there is no diminution in the number of 
miles run by the cars on exi-sting lines, then more men must 
be employed ; probably at higher wages per hour, and possibly 
at higher wages per day. They see that when an enterprise 
is on foot, as for instance the building a house, or a ship, 
it must be finished at any cost, since there is nothing to be 
gained by stopping half way : and the larger the slices of work 
on it dpne by any one man, the fewer slices of work on it will 
be left for other people. 

But they overlook other consequences,, which are more 
important, though more remote; viz. that os a consequence 
of the artificial stinting of labour in tramway working and 
house building tramway extensions will be checked ; that 
fewer men will be employed in the future in making and’ in 
working tramways; that many workpeople and others will 
walk into town, wlio might have ridden ; that many will live 
closely packed in the cities who might have had gardens and 
fresher air in the suburbs; and that, the working classes 
among others, being unable to pay for as good housing 
accommodation as they would otherwise have had, there will 
be less building to be done. 

In short the argument that wages can be raised perma- 
nently by stinting labour rests on the assumption that there 
is a permanent fixed worh-fu/ni, i.e. a certain amount of 
work which has to be done, whatever the price of labour. 
And for this assumption there is no foundation. On the 
contrary, th^ demand for work comes from the national 
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dividend; that is, it comes from work. The less ■ifork there 
is of one kind, the less demand there is for work of other 
kinds ; and if labour were scarce, fewer enterprises would be 
undertaken. 

Again, constancy of employment is dependent on the 
organization of industry and trade, and on the success with 
which those who arrange supply are able to forecast coming 
movements of demand and of price, and to adjust their 
actions accordingly'. But this would not be better done 
with a short day's work than with a long one ; and indeed 
the adoption of a short day, not accompanied by double 
shifts, would discourage the use of that expensive plant, the 
presence of which makes employers very unwilling to close 
their works. Almost every artificial stinting of work involves 
friction, and therefore tends, not to lessen, but to increase the 
inconstancy of employment. 

It is true that, if plasterers or shoemakers could exclude 
external competition, they would have a fair 

Every check i c • • 4.1 • i i- • 

to the national chance of raising their wages by a mere dimmu- 
fn'^part on*"* amount of work done by each, whether 

the working by shortening the hours of labour or in any other 
way ; but these gains can be got only at the cost 
of a grcciter aggregate loss to other sharers in the national 
dividend ; which is the source of wages and profits in all 
industries in the country. This conclusion is emphasized by 
the fact, to which experience testifies and which analysis 
explains, that the strongest instances of a rise in wages 
attained by trade union strategy are found in branches of 
industry, the demand for whose labour is not direct, but 
“ derived ” from the demand for a product in making which 
many branches of industry co-operate : for any one branch, 
which is strong in strategy, can absorb to itself some share 
of the price of the ultimate product, which might have gone 
to other branches'. 


1 gee above, V. vi. 2. 
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§ 5 now come to a becond cause of the vitality of 

the belief that wages can be laised goneiaAy and 
peiiuanently bj checking the supply of lalioui output checks 
This cause IS an under estimate of the effects of supply of 

capital 

such a change on the supply of cipital 

It IS a fact — and, so far as it goes, an important fact — 
that some shaie of the loss resulting fiom the lessening of 
output by (saj) plasteieis oi slioeinakeis, will fall on those 
who do not belong to the woiking classes Part of it will 
no doubt fall on employer s and capitihsts, whose peisonal and 
mateiial capital is sunk in building oi shoemakmg, and pait 
on well to-do useis, oi consumers, of houses oi shoes And 
further if there were a general attempt by all of the working 
classes to obtain high wages bj lestiicting the effective supply 
of then labour, a consideiable part of the buiden lesulting 
from the shrinkage of the national dividend would doubtless 
be throw n on other classes of the nation, and especially on the 
capitalists, for s, time but only for a time For a consider 
able diminution in the net return to investments of capital 
would speedily drive new supplies of it abroad In legird to 
this dangei it is indeed sometimes urged that the railways 
and f ictoiies of the counti^ cannot be exported But nearly 
all of the matpiials, ind i laige part of the appliances of pro 
ductioii aie consumed, oi worn out, oi become obsolete everj 
yeai , and they need to be lepKoed -knd a i eduction in the 
scale of this leplacement, combined with the exportation of 
some of the capital thus set free, might piobabl) so lessen the 
effective demand for laboiu in the countiy in a few years, 
that 111 the reaction w iges geneiallj would be i educed much 
below then present level' 

1 To tike an illustiatioii let ns ^lappu^>e Unit slioeiiiuLers ami liatteia me ui 
the same giade wuikiiig equal hums aiiij iiisiving equal wages, hefoie ami 
after a geiieial leductioii iii the horns of lalwiii Then lioth before ami attci 
the change, the hatter conlA buy with a month s wages, as many shoes as 
were Uie net product of the shoeinoliei s work foi a month (see \I u 7) If 
the shoemaker woiked less hours than befoie, and m consequence did less 
work, the net product of his labom foi a month would have dimmisbed unless 
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But though the emigration of capital would njit in any 
. case be attended by much difficulty, owners of 

International . , , i i n 

wage move* capital have good businebo reasons as ivell as a 
sentimental preference in favour of investing it 
at home. And therefore a rise in the standard of life, which 
makes a country more attractive to live in, is sure to 
counteract to some extent the tendency of a fall in the net 
return on in\eatments to cause capital to be exported. On 
the other hand an attempt to raise wages by anti social 
contrivances for stinting output, is certain to diive abroad 
well to-do people in general , and especially just that class 
of capitalists whose enterpiise and delight in conquering diffi- 
culties IS of the most importance to the working classes. For 
their ceaseless initiatiie makes for national leadership and 
enables man’s work to raise real wages , while promoting an 
increased supply of those appliances which make for efficiency, 
and thus .sustain the growth of the national dividend. 

It is true also that a general rise in wages however 
attained, if spread over the whole world, could not cause 
capital to migiate from any one part of it to another. And 
it is to be hoped that in time the wages of manual labour will 
rise all ov'er the world, mainly through increased production ; 
but partly also in consequence of a general fall in the late of 
interest, and of a relative — if not .ibsolute — diminution of 
incomes larger than are necessaiy to supply the means of 
efficient woik and culture even in the highest and broadest 
senses of these terras. But methods of laismg wages, which 
make for a higher standard of corafoi t by means that lessen 
rather than promote efficiency, are so anti social and short- 
sighted as to invoke a speedy retribution , and there is perhaps 
little chance of their being adopted over any great part of the 

either by a system of woikmg double shifts the employer and his capital had 
earned profits on two sets of workcis, or his profits could be cut down by the 
full amount of the diminution in output. The lust supposition is iiicoiisisteut 
with what we know of tlie causes which govern the supply of capital and 
business power And theiefore the hatter's wages would^jvo less far than 
before in buying shoos; and so all round for other trades. 



PROGRESS IN RELATION TO STANDARDS OF LIFK 359 


jworld. If j several countries adopted such methods, the others 
going straight for raising the standards of life and of efficiency, 
vrould speedily attract to themselves much of the capital and 
of the best vital force away from those who followed an ignoble 
restrictive policy. 

§ 6. In this discussion it has been necessary to adi&ere 
to general reasoning ; for a diiect appeal to of 

experience is difficult ; and, if mode lightly, it an appeal to 
can but mislead. Whether we watch the statis- 
tics of wages and production immediately after the change or 
for a long period following it, the prominent facts are likely 
to be due chiefly to causes other than that which we are 
wishing to study. 

Thus if a reduction of hours resulted from a successful 
Strike, the chances are that the occasion chosen for the strike 
was one when the strategical position of the workmen was 
good, and when the general conditions of trade would have 
enabled them to obtain a rise of wages, if there had been no 
change in the hours of labour : and therefore the immediate 
effects of the change on wages are likely to appear more 
favourable than they really were. And again many employers, 
having entered into contracts which they are bound to fulfil, 
may for the ti;ne offer higher wages for a short day than 
before for a long day. But this is a I’esult of the suddenness 
of the change, and is a mere flash in the pan ; and, as has just 
been observed, the immediate results of such a change are 
likely to be in tlie opposite direction to tho.se which follow 
later, and are more enduring. 

On the other hand, if men have been overworked, the 
shortening of the hours of labour will not at once make them 
strong : the physical and moral improvement of the condition 
of the workers, with its consequent increase of efficiency and 
therefore of wages, cannot show itself at once. 

Further, the statistics of production and wages several 
years after tlie^rcductioh of hours are likely to reflect changes 
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ill the prosi)crity of the connttTj and especially the trad» 
in question ; of the methods of production ; and of the 
purchasing power of money : and it may be as difficult to 
isolate the effects of reduction of the hours of labour as it 
is to isolate the effects on the waves of a noisy sea caused 
by “throwing a stone among them'. 

We must then be careful not to confuse the two questions 
whether a cause tends to protluce a certain effect and whether 
that cause is sure to be followed by that effect. Opening 
the sluice of a reservoir tends to lower the level of the ivater 
in it; hut if meanwhile larger supplies of water are flowing 
in at the other end, the opening of the sluice may be 
followt'd by a rising of the level of the water in the cistern. 
And so although a shortening of the hours of labour 
would tend to diminish output in those trade.s which are 
not ovcirworked, and in which there is no room for double 
shifts; yet it might very likely’ lie accompanied by an increase 
of production arising from the general progress of wealth and 
knowledge. But in that case the rise of wages would have 

I For inslnnce, wlieu we look at the bietor; of tbe iiitroiluction of the eight 
hours' day in Australia we find great fluctuations in tbe prosperity of the 
fliiues and tbe supply of gold, iu tbe prosjterity of tbe sheep farms and tbe 
price of wool, in the borrowing from old countries capital with which to 
employ Anstralian labour to bnild railways, d'c., in iminiip'atiou, and iu com- 
mercial credit. And all tlie.se have been sneb powerful causes of change in 
the coiuUliou of tbe Australian working man as to completely overlay and 
bide from ^ lew tbe elfucts of a reduction of the bonrs of labour from 10 gross 
iH| net after deducting meal times) to 8 net. Money wages iu Australia are 
nineb lower than they were before tbe hours were shortened ; and, though it 
may be true that tbe purchasing power of money bos increased, so that real 
wages have not fallen, yet tbei'e seems no donbt tliat the real wages of labour 
in Anstralia are nut nearly as much above those iu England as they were 
before the reduction in tbe hours of labour: and it has not been proved that 
they are not lower than they would have been if that change bad not taken 
place. Tbe commercial troubles through which Anstralia iiassed shortly after 
tbe change were no doubt mainly caused by a series of drongbts supervening 
on a reckless inflation of credit. But a contributory cause appears to have 
been an over-sangnino estimate of tbe economic effleiency of short bonrs of 
labour, which led to a premature reduction of hours in industries not well 
adapted lor it. 
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been obl^iiiwl in spite of, and not in conseijuenoe of, a 
•shortening of houre. ■■ 

Further tlie increasing ehangefulness and inobilitj- of 
industry obscure the influences, both for good and for evil, 
which the earnings and industrial policy of an)’^ gi-oup of 
workers in one generation exert on the efficiency and eai'ning 
power of the same group in a later generation. The family 
income, fiom which the expenses of reaiing and training its 
younger members must be defra3'ed, seldom comes now from a 
single trade. Tlie sous are less frequentlj’ found in their 
father’s occupation : tlie stronger and more strenuous of those 
to whose nurture the earnings of anj’ occupation have con- 
tributed are likely to seek higher fortunes elsewhere ; while 
the weak and the dissolute are likelj' to descend below it. 
It is therefore becoming increasingly difficult to bring the 
test of experience to bear on the question, whether success 
has attended the efforts which the members of any particular 
trade have made to effect a permanent rise in their wages, 
both absolutely and relatively to other trades. But this 
brings us to our next subject. 



CHAPTER XIV. 


TRADE UNIONS. 


§ 1. In considering the recent progress of the working 
Trade Unions but little has yet been said of the growth 

in relation to of Trade-uiiions ; but the two movements have 
progress. Certainly kept pace with one another; and there 
is a priiiul Jacie probability that they are connected, each 
being at once partly a cause and partly a consequence of the 
other. We may now proceed to inquire into the mattev more 
closely. 

We have already noticed' how the first endeavours of the 
Early action of Workmen's associations or Unions at the 
Unions. beginning of this century were directed to 

securing the enforcement of mediieval labour laws. But 
the.se, no less than the ordinances of the old gild.s, were un- 
suited to the modern age of mechanical invelition, and of 
production on a large scale fur markets beyond the seas ; and 
early in this century the Unions set themselves to win the 
right of managing their own affairs, free from the tyranny of 
the Combination Law.s. 

These laws had made a crime of what was no crime, the 
Repeal of the *0 refuse to work in order to obtain 

Combination higher wages; and “men who know that they 
Laws. criminals by the mere object which they 

have in view, care little for the additional criminality involved 
in the means they adopt.” They knew that the law was full 
^ Book I. Cli. u. § 5. 
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pi class iniustice: destruction of life and property, when it 
was wrought for the purpose of enforcing vdiat they thought 
justice, seemed to them to have a higher sanction than that 
of the law; and their moral sense became in a measure 
reconciled to crimes of brutal violence. But step by step the 
Combination Laws have been repealed; until now nothing is 
illegal if done by a workman, which would not be illegal if 
dune by anyone else ; nothing is illegal when done by a 
combination of workmen, which would not be illegal when 
done by a cuinbinatiun of other people ; and the law no longer 
i-efuses to pi-otect the property of the LTnions. 

With freedom came responsibility. Violence and the 
intimidation of Non-Unionists, which hud lost all excuse, soon 
went out of favour; and workmen generally chose for their 
leaders able and far-seeing men, and under their guidance the 
modern organization of Unions has been rapidly developed’. 

A nfodern Union is genemlly an Association of workers 

in the same or allied trades, wliich collects funds _ , , . , 

’ Twofold func- 

from all its members and applies them firstlj^ to tions of 

suppoi-t those of its membei's who cannot obtain 
employment except on terms which it is contrary to the 
general trade policy of tlie Union for them to accept, and 
secondly to grant certain Pi-ovident Benelits to members 
in need. The policy of the Unions varies in detail with 
time and circumstances; but its chief aims are generally the 
increase of wages, the reduction of the hours of labour, the 
securing healthy, safe and pleasant conditions of work, and 
the defending individual workers from arbitrary and unjust 
treatment by their employers. Most of their i-egulations are 
framed either for the direct attainment of some of these aims; 
or for securing conditions of luring which will enable the 
employed to deol as a body with Jheir employers, conditions 

1 The various stages through which the cliief aims ami the plan of 
organization of the Unions have passed are explained in 2'he History of 
Trade’ Unionism Sidney and Beatrice Webb. 



364 


BOOK VI. CH. XIV. § 2. 


sibility and 

central 

authority. 


which they i-egaitl as geiicnilly iicederl fur tli*5 at^iumeiit 
all their aimf.. * 

§ 2. A large. T'nioii is often an ainalgaiiiation *>f numerous 
suiiillcr a.'i.soeialioiis, originally local or confined 
rihiutv”nd°"' to a subdivision of the trade. But whatever it.s 
origin, nearly every important Union has many 
branches, each of which, while managing its ow n 
affairs in detail.^, is bound to confonn to the general rules of 
ihe whole laxly. These rales are \ery explicit ; and in 
particular they prescribe rigidly the way.s in which each 
branch may .spend the funds in its charge : firr the power of 
the pui-se is retained .strictly in the hand.s of the central 
body. The branch dispenses Pisjvident Benefits according to 
rale ; but except on emergency and for a &lioi-t time it may 
not .spend the corjxjrate funds on a trade dispute, without the 
.sanction of the central council ov Ilxerntice representing the 
whole body, who are generally .selected from the' branch- 
officials that have de.served best of their Society. 

The churact(?r and ability of the branch-otficiaLs are te.sted 
in action as well as in speech. For they have iniiM)rtant bu.sin(>ss 
ttj manage, and those who neglect their duties, who prove 
tiieiu.seh'e.s lax financiera, or give advice that is not justifie<l 
by the event, ai'e not promoted, however eloquent they may 
be; and cojisequently the Executive of the best Unions are 
shrewd, far-seeing men, resolute but with great self-contnd. 

It is these men \vho.se sanction has to be obtained by any 
Precautioss branch that wi.she.s to u.se the c-orporate fund.s in 
againstunwise a trade ilLspute. Tliey come to the question 
disputes. tempers unruffled by any personal vexations. 

Tlieir vanity is nut enlisted in the continuance of the struggle; 
they can decide without loss of prestige that it is inopportune, 
or even wrong in principle; and they have nothing to gain, 
hut much to lose, by becoming responsible for an expensive 
strike that ultimately fails. The decisions of the Executive 
are generally binding till the next annual ^neral meeting 
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pf the representative delegate.s of the whole body; but in 
certain emergencie.s a .special meeting of *the delegates is 
called, or a plebiscite of the whole body is taken by voting 
papers. 

The administration of the funds with regai-d to Provident 
Benefits is more a matter of i-outine, and is provident 
governed strictly by rule. The.se Benefits vary. Benefits. 

The “New” Unions that have .sprung up in recent times, 
chiefly in unskilled trade.s, generally regaitl Provident Funds' 
as an encumbrance, hindering freedom in fight, and tending 
to an over-cautious and unenterprising 2)olicy in trade 
matters. And the list of Benefits affoitled by many even 
of the older Unions is a meagre one. But the best Unions 
pride themselves on rendering their members independent 
of all charitable aid, public or private, during any of 
the more common misfortunes of life. They provide Sick, 
AccidenJ, Superannuation and Funeral Benefits; and above 
all, they give out-of-work pay for a long (though of course not 
unlimited) time to any member, who needs it flirough no fault 
of his own — a Benefit which none but a trade Society could 
undertake. For only the members of his own trade can judge 
whether his want of work is due to his idleness or other faulty 
and whether ho^ is putting too high an estimate on the value 
of his work : and they alone have an interest in supporting him 
in the refusal to sell his work for less than they think it is 
really worth. And at the same time the expense of managing 
the whole business of the Union is less than would be that of 
managing its Provident business .alone by any other Society: 
for the local officers get good information without trouble, 
they spend nothing on advertising, and they receive but 
trifling salaries'. 

1 The reader is referred to the excellent Beports of Mr Burnett to the 
Board of Trade, wliicli give details of the expenditure of nil the chief Uiiiona 
for each successive year of their history. It is instructive to note that all 
the Benefits increase and the Funds diminish during periods of commercial 
depression. But tl;^ burden of Superamiuatiou Benefit increases steadily with 
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§ 3. Such being the general plan of Trade^unions, w& 
may pass to examine the influence -which they can exert on 
wages. 

"We have alre.atly incidentally inquired whether wages can 
An art'fi 'al raised permanently by diminishing the supply 
aca.\:ity of la- of labour ; and we may begin by recapitulating 
canVa'isV”'*' results obtained. Tf the workers in any 
wa^s much trade are able to limit artificially the supply of 

if four con- i , s \ j • i 

'ditionsarc their labour, they can certainly secure a eon- 
satiafied. .sidcrable increase of wages, which will be the 
greater, the more fully four conditions arc .satisfied'. They 
arc : Virsthi, that there is no ea-sy alternative method of 
obtaining the commodity whicli their trarle helps to produce; 
and this generally requires (a) that they have control over 
the supply of labour in their trade, and district; (6) that the 
commodity cannot ea.sily be brought from some other district, 
in which the conditions of lalxmr are beyond their control; 
and (c) that tliere i.s no availahle mechanical or other contri- 
vance by which Tilie commodity can bo produced independently 
of them : Secondly, that the commodity is one the price of 
which will be raised considerably by a stinting of supply, or 
in other words the demand for it is not very elastic : Thirdly, 
that the share of the total expenses of production of the 
commodily which consists of their wages i.s small, so that a 
great proportionate rise in them -w'ill not greatly raise its 


the laps., of yoars; for the average age of the TJoiniubts has not yet reached 
its maxuiiuiii. Less than a tenth of the total expenditare comes under the 
head of strike pay in an average year’s budget of the first class Uiiious. But 
many of the differences between inditidual workpeople and their employers, 
which result in their reasiiig to be employed, are of the nature of trade 
“ disputes,” though not technically so called. And some Unions do not even 
attempt to make any distinction in their accounts between “out-of-work” 
pay and strike pay : though the former, when given at all, is at a lower rate 
than the latter. It seems howeyer that not more than a fifth of the total 
expenditure can be ascribed to “ dispntes ” in the broadest use of the term. 

The accumulated Punds of the chief Old Unions average about two weeks’ 
wages of their members. 

I Comp. Book V. Ch. vi. §a. 
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^price and ^iminish the demand for it. And, Fourthly, that 
the other classes of workers, and the employers, in the trade 
are squeezable, or at least are not in a position to secure for 
themselves an increased share of the price of the joint product 
by limiting artilicially the supply of their labour and capital. 

The effect on the wages paid for doing a given piece of 
work would be just the same whether the num- 
ber of workers in a trade were diminished by a of 
tenth, or the amount of work done by each were *{?' * 

diminished by a tenth (other things being equal) ' ; workers and 
but on the latter plan the same aggregate wages by'each'^*' 
would be divided among more people, and the 
rate of wages per head would Ijc a tenth lower. 

If the amount of work done per head is diminished by 
lessening the hours or the severity of work, there is some 
compen.sating gain in increased leisure, or freedom from strain : 
but if itf is diminished by insisting on uneconomical methods 
of work, there is no such compensation. 

When the Net Advantages of a trade are abnormally high 
relatively to others in the same grade, there will 
be a strong drift into the trade, both of adult wa^svereus 
workers and of children, by routes direct and o^erNet , 

• 1 , ■ 1 .p t -111 AavsntagcB. 

indirect ; and this drift can iie re.sistcd only by 

hard and harsh measures which interfere much with the free 

course of business. Human nature being what it is, the drift 

from outside will be stronger into a trade with very high money 

wages than into one with rather high wages, and considerable 

other Net advantages. And partly for this reason the Unions 

of the skilled ti-ades are aiming rather at the latter than the 

former end. 

f Other things would indeed not he egiml : for the larger number of men 
would wont more superintendence, more si»ce, and more machinery (luiless 
they worked double sliif ts instead of single) ; and therefore their aggregate 
wages would be less, and their wages per head more than a tenth less than if 
the supply of labour were lessened by a mere dimumtiou of numbers. 
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The recent extension of Trade-unionism t^^ unskilled. 
Permanent labour has been confronted by the fact that an 
limitations^of artificial restriction of the numbers in any un- 
in all trades skilled trade is difficult, and in all trades to- 
wages™"^ gether impossible, unless multitudes are to be 
generally. supported in idleness. But it is not impossible 
to make labour scarce in all trades b3' shortening the hours of 
labour sufficiently. The movement in this direction, is, as we 
saw in the last chapter, the composite product of a genuine 
desire for more leisure for its own sake, and of a fallacious 
belief that there is a fixed Work-Fund. We concluded that, 
if there is a general diminution in the amount of work done, 
the National Dividend will shrink and the share of it that 
goes to the working classes, or in other words the aggregate 
of weekly (real) wages will shrink also, though not perhaps 
quite in the same proportion. And since there would be no 
diminution in tlie number among whom this aggregate was 
divided, average (real) wages would fall very nearly in pro- 
portion to the diminution of the work done. 

§ 4 . heaving then this recapitulation of the results of 
We pass to at Permanently lessening the supply of labour, wc 
tivnpts to se- will pass to the main task of this Chapter. That 
wagea'fo'r'la. inquire whether, by a judicious use of the 

hour by threat- threat of temporarily withholding the supply of 
emng to with- J J 

hold ita supply lalxjur, Unions can force emploj'ers, and thniugh 

temporarily. them the cominunitj' at large, to pay higher 
wages temporarily. It is clear that this question is not 
decided by the argument of the last Section. For if two 
men are rowing in the same boat and one pulls all the time 
with only half his strength, his progress will be slow : but if 
he thinks the other is doing less than a fair share of work, 
he may possibly find it a gyod policy to refuse to row till the 
other exerts himself more; he may conceivably reach his 
journey’s end quicker than if he rowed on steadily without 
demur. Here then is the true centre of this contest as to the 
efficacy of Unions to raise wages. 
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We may start from the indisputiihle fart tliat the waf^i- of 
labour of ajiy kind tends, like the value ^jf a normal 
material commodity, to a position of oquilibrium forces of sup- 
at which the amount which will be noi’iiially manTdo not 
demanded is equal to that which will be nor- “'ways act 
mally supplied. Jliit this ieiidenry docjs not wages of 
always operate freely ; it may even be susjieiided 
for the time, if either the buyei-s or the sellers hate no reserve 
price'. ^ 

A working man wlio is ni>t a member of a Trade-union can 
seldom stand out long for a re.ser\ed price for Ids labour; and 
thus be. may fail to get much benefit from the fneft that, other 
things being equal, il will be to the interest of employers to 
pay wages equal to the m-t value of his work, if they cannot 
get a sutlicicnt supply of labour on <-heaper tc-rms. 

Take for instance the case of a fanner who calculates that 

the work of an additional labourer would add _ , , . 

Case of local 

to the produce of his farm enough to repay with combination* 
profils the outlay of 11s. a wet-k in wage.s. Jio 
doubt it will then be to his inteifst, oilier things being equal, 
to offer these wagfis ratlier than go without the extra assist- 
ance. 13ut other things are vei-y likely not to b(! equal. If 
the curi'cnt rate in the parish i.s 12s. a week, he could not Ind 
1 Is. without inturriiig odium among his bi'othei- fanners, and 
perhaps tempting the laboun-rs already in lii.s employ to 
demand 11s. So he will probably oll’er only 12s., and eom- 
j>lain of the .scarcity of labour. 3’be jiricc of 12s. will bo inaiu- 
rained because competition is not perfectly free ; because the 
labourers have not much choice as to the market in which 
they sell their laljour ; and Ixicause they cannot hold buck 
their labour at a re.serve ijrice e<|ual to the hig1ie.st wage which 
the employer can atliinl to pay’. 


^ Tlic general tliuuiy Is-ariiig on tliis isiiat in iiiitii'ated in Dook V. Uli, n,, 
au<t is woikeil oat laon, lulij in tlio eeirespiaiiUrig eiaqiicr of the /'/ oa'l/i/crf. 

1 'Jhe disailrautage uider wliicb Uboarer* lie iu eueli a ease UM this, juay 

M. " 13 
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And p\Lii 'tthpip rmplojii<5 ait not m iiij combination 

tiei* ot aioived, to iPfiulate m yes, t leh liyp 

employer'ts^a einplojei IS ill his own pfisoii a ppi-fpctlv in in 

combination in combination ot piniilosin ' powci A conibin ition 
himself 11 

of T, thousand w orkei s h is a a erj w eak and un 

critain foico in comparison nitli tint of i sm^lf ipsolutc 
piiiplojpi of i thousand nifii and though surh an employer 
spps his piohts in Imiii" a ftw inoipnitn it tin ciiiipnt oi even 
lathir liyliPi wigts he inij j<t think it the bcttii policy 
not to bid foi them Ifst lip should suggist to those ilit idj in 
his ( iiiployment that tlu j should ruse then demands 

In such cists as tlifsc tin spiciil disadiaiitages of the 
-noikman in hirgaimng ceitanilyput his wyes 
to"makc'*"co' *1'''° hi low till position at which they 

nomicfricuon would find then Itvel uiidei the fiee action of 
workman dfiiiiiid aud supplj uid Unionists need not 
agu”^ him tli it those foict s aie alw ijs at woi’ Tt is 

enough fot thill aiguuicnt thit, whonevei these 
special disadvantages put the cuirent i ite of wages below the 

be St eii bj coiisiderin„' the p jsition «t a shopkeepei in hi e on i iimst nu ps \s 
a rule a sliopkttpn li\es the puce iit Ins go tils anil if tli custom is wli> 
conic ntj Ins shop on one tla-j itfust t> pij tint xuui In w nts till thus 
Lf^G^linwill |)]i\ it But it (it nn> tiino )h T\<ir (oinpdli 1 to sill < ff 
goorU qiucKh til iii^, AiliaN^fi offiis lit < mM g t ml not h llii „ 1 id f i 
aiij i(srn( pri ( lie ii i^lit h'i\t t> sdl liiiu it iiin li »(ss tliiu tli ii i 1 
■value at 'll! ( vents if Ik Inct aiocss t) >iilv a fivv Imvris 

Thornton ui Ins hook 0» T aJm whub can'scil Mill considcrahh to modify 
kiSMCtvs ftH to the mflmiKTof Ti \dc uiidiis illustiated the iiidrt iiiiiiiatpiipss 
of equiUhnum piice in a small moilot hj sliovving tint m such a mulct 
Butch auctioi might svinctimes 3 id I V hi^hei in 1 c tlnn English Mi I S 
Ciee m liis vigoious and suggestive < of the Jhennj oj fiadf wnon-y 

has shown that uudii ordinaiy conditious it is a disadvantage and not as 
Thoiutoii supposed an advantage to have tlie initiative even in a small maikct 
But this dies not impaii the substance of Thornton’s mam aigument which 
IS that where tlieie is little competition i>ncc is iiidcteiminatc and then those 
aio at a disadvantagt who iic 1 iiown to he hound to sell without leseivc It 
is tiuc as Ml Ciceuigcb that tl^exnirt woull be even inuie indctciimiiite if 
It wcie settled between two ounihinatious of eiui»lovcis and cmi loved than if 
eniplovirs and employed baigam freely with one auothei but mthefoiinci 
ease the employed are not at the same disadvantage in bargaining as they 
are iii the latter ■* 
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normal rale, the forro tif pcnnoiiiii* friiSiim ih i‘\t>l’l«'il iigillltHt) 
the workman. Anri they eimteiid that liy lliey 

can frequently make that force act in his finimr. A \iw((iin 
fluid in a ve.s.sel tendh to form a level Mirfaee; hut jf from 
time to time an. artidcial force jmhlies down the left Hide, 
which we may take to con-e.spoinl to wiioea, it may I'eilHdtinjdy 
ho niaintaiiied that the nveraoe posilion of Iho left Hldo is 
lower than it would have la-eii without such itilerferenee, m 
hpitu of the iiidisjmtahle fai-t that (lie force of |i{iuv iiiltioti 
comstjiufly tendin'' to reinstato the position of eijiiilihriutii. 
What Unions claim to ho able to do, eorrespondH to M])]ilyitlg 
frequent and stroii!'<‘r pressure <iii llm ri^lithulld ride, thud 
causing profits to yield the liiglier level to wages ; so that the 
•averaue level of wages, pirlially siistainetl hy fl’ietion wllinU 
will now act for them, will lx* higher instead of lower thiMl 
if the forces of demand and siijiply aeiisl with )>erfi‘et fx'eilom, 

§ 5. -They therefore set themselves to insist on ft "C'omratfn 
Rule” according to wliieli all pers'.nH who do TheCommea 
similar work sliidl re<eive the came ra1<( of J/iy 
nient, whether measured hy " timt- ” or hy “ ( lie j/iet e, ” They 
desire to st.aiidarrlirc fjaymrsnt in relation lo work ; hui, fta we 
shall St p, not all their measures moke for I rue* stfltidftt'fltmtiffn; 
and of thi-ui, wle-n posh'''! to cxit'i’iiii'H, triitl to fwttiff 

enijhiTiu' lit iii''rie iiTe^uhir. 

The chief Ttu-aiJ? at lh'- di.jm .d of I'jfiofi^ for tllift 
jinri[«»'‘ — purtifig a-iije for tlir piesfoit tHw' 
modem "Soycijn, — tii- fh;e,if. of wUidfotdlJfg 
iur <c tune the lahojl wlMch ctnukov'-iw neitj jti 
order to trail to aocainant the inrffstments of wtibtotd 
capital ([material and ]ienwj«ialf made m axiied^t- *•* 

lidin of getting that laJjofflr, Xlsey ha^e leatnt 
that ttlus thrmt lus liiat little ]iowet wheti hu^i(ie«ia 1# 
aJack Jlfflt wliim the tiiniij' ha* come foi’ tJi© itade to #mj» 
the hars-ewt Iiot -whidl* it foa* lueen WiiitBJg, the etuphtyeis 
■aril Ine aety inunwilijiig to k4 H ; and 4mi if flit jigreS' 
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ment to resist the demands of the men is made, it will 
not easily be maintained, especially if the fruits that they 
might have gathered arc being snatched up by rivals outside 
of their combination. Unions further hold that the threat of 
a strike, though less powerful when the tide of prosperity is 
falling than when it is rising, may yet avail for the compara- 
tively easy task of .slackening the fall in the high wages they 
have gained. They claim thus to secure an earlier rise, a 
greater rise, and a moi'e pixdonged rise than they could get 
without combination. 

The questions at is.suc are then— Can Uniims I'eally make 
economic friction act for the workman instead of against him? 
xVro the means which they take for this purpose injurious 
to iji-oduction and therefore indirectly to the workman? If 
the answers to both the.se (juestions are affirmative, is the 
good on the whole greater or less than the evil ? 

§ 6. Let us then look at the answers to thf.so (pics- 

Rejoinderby tioiis given by those who dispute the power of 
opponents of / • 

Unions. Umoiis thu.s to raise wages. 

They fake a prel'iim'nary ohjectibn to the common assumji- 
tion of Unionists that cases, such as that of ilgri- 
oyectiorTto ‘-'ultural labourers quoted above, repre.sont tlm 
the assump- actual condition of any considerable part cif 
tion is strong England’s industries. They .say'that tliere are 
market**'”'*'^ but few trades in which the employers really act 
in concert, even though they undertake to do so j 
and that when an employer sees his w.ay to making a profit 
by hiring more labour at the current wiiges or even a little 
higher, he generally finds means of doing so; and that he 
would almost invariably do so were it not for the influence of 
Trade-unions. For they insist that the very means which 
Unions take to prevent an employer fi-om paying indi victual 
workers less than a standard rate, make him often hesitate to 
raise the wages of individual men, wdien he would do scj, if 
free from the restrictions and demands of the Union. Thus, 
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BO far iis this count goes, they maintain that competition is 
much moro'*efFective, at all events in the industrial districts of 
modern England, than the arguments of Unionists generally 
imply ; or, to revert to our previous simile, that tiie action of 
competition corresponds to that of a fluid that is only very 
slightly viscous. And they go on to assert that that sljght 
viscosity is partly due to the influence of Unions. 

Tt is difficult to decide liow far this answer is valid. 
On the one hand it is in agriculture, where Unions are weal^ 
that we iind tlie most grounds for tlie complaint tliat efficient 
and inefficient workers are pjiid so nearly alike as to give but 
small encouragement to energy. Hut, on the other hand, 
while this evil is diminishing in agriculture under the influence 
of the growing mobility and independence of the labourer, 
it i.s increasing in some other industries in wliicli employei-s 
fear that a concession to their best men will be followed by 
further tlemand of a strong Union on behalf of inferior men. 
This is however a side issue ; let us 2 )as.s to the main issue. 

§ 7. Let us look first at the influonc&> of strikes and 
threats of strikes in a single trade. It is clear 
that, if in any trade the employer is to be fppo'nen's'l,^ 
harassed at all time.s, and especially when he Unionsto their 

, . main claim lio 

sees Ins way to protitable business, then business far as a single 
men generally will shun that trade ; unless indeed, 
taking one time with another, they are able to 
get from it a rate of jirotils not merely as high as, but rather 
higher than is to be got in other trades. Eor the e.vti’a worry 
and fatigue of the work to be done will require some com- 
pensation ; and until they get it, the undertakers will seize 
eveiy convenient opportunity of diniinishing the stakes which 
they hold in the trade. 

The relative strategic strength of employer and employed 
may determine for the time the shares in which the aggregate 
net income of the trade is divided ; but the terms of the 
division will sjon react on the amount of capital in the ti’ade, 
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and therefore on tlio amount of that income which is available^ 
for division * 

It may be impossible to force the consumer to pay a price 
that will cover those charges : in that case employment in 
the trade must decline ; and then, in spite of the Unions, 
the^e will be many men running after one employer and wages 
will fall. 

Tt is true that if tins ware.s pitaluced by the ti-ade have 
^'en a partial local mon<jpoly and are in strong demand, the 
enijdoyes may be able, by well-timed strikes and threats of 
strike.s, to obtain a rise of wages at the cxpeii.se of the consumer, 
and to retain it for a considerable time. But they cannot 
retain long a much higher wage than can bo earned in similar 
and neighbouring trades, e.xcept by permanently limiting the 
numbers in their trade — a ease which we have already 
considered. 

Next tlie claim of a Union to obtain a rise of wliges by 
striking or threatening a strike, when the employers are 
becoming veiy b«sy, i.s conijiaml by opponents of L'liions to 
the elaiiii of those, who have pi-euialurely shaken down unripe 
apples, to have produced tlie apples. Tliey insist that, as tlie 
orchard would have yieliled lietter apjiles and with less 
injury to the trees tliat have to liear next year’s crop, if 
nature had been left to run her coui'so ; so tlie rise, in wages 
that belongs to a period of trade pi-o.sperity, tliougli it might 
not have come so .soon or have lieeii so sharp, would have 
lasted mucli longer. The Unions boast of resisting the 
tendency to a subsequent full : but really that tendency, 
it is argued, is in a great measure of their own creation; 
and it need not have been felt for a long while, if employers 


^ That is, the inrome is nut a'Beiit proiicr fixed by external couditioii.s, 
and pcrmaiieutly arailuhle fur division aiuuii{' the parties interested : hut it is 
a Quasi-rent which will he lessened by every diminution in the iiidueeuieiits 
to keep up the supplies of capital in tbe trade. Comp. Appendix C. 
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had beeuL tM (tflielr mMid's. to uHiieir isutirk vamtirioiiBlUkdl 
stirik«rs. ^jud tW rmuiUMnms otf tlumi, jjud if ‘pluu'^ tmtuld hATe 
Leftfii mnAiiltf fhUr witls ountuLlmt-V that ifluiev «xauO«l be 

carnnevl aniid tilii» rKfiir< with hut jDam>\ti iiieir^aiL ^ 

piTtudit. 

N'l mr the injcAiidciL iv-late^ to the of a X^iuoo^iii 

A tw\ it amwar^ ii* liA>e iiraeh * 

. “ “ Asa^umptsoa 

T«iixev OBi uu- a'^Niiiiii tliat thr^ Btet ertei't «»f sn%c»Bved m 

Tfladh TQHuiiiBi ail] m i-* ii<» vmiit and fjvt the 

inuilrflt t I luiake luiv Amik ui^ i< ditheuU •uti.l uncertain, 

ajuid thu'* t iiiO&iiVt ini^ iiaKk* 

•; N LraxiDj^ tilai> cL-o-^innit turn f*>s‘ di'^cuwou later on^ “vp® 

laav fellow tli* tump'll, vi the ai^unii^nt whea 

" Rejoinder by 

T^alJ'^^■ma iHij-'Ui j» kuii|>im 1 tn !ie e\t<?n«Iwl to ottponents or 
all tbc ibitt Tj ai! -. iii the *. luatit. Cajiital aud Umonstoth^ 
lin\im“-s j.. wf-a i umot I’la-n taki- mujt* fr»>ui the to wages m 
iiijusiis Tjaale-tniiiiai-. liv tlii cojHp.irtiti\ elv ®'"*'**‘ 
ravt iioaiLs »i£ iltitraaij iiiCai aduiiiiitig trade.'. 

Hull it is 'ull tru>‘ that a ii'e iai wajL*'. if aiiat.iiiied at the 
i' likeh t«* iliiiiiiii'h tlie aiciiaiiulalioii anti 
ti ja lai lie th“ uitiji iti m t>t unt.il aiud that it in.iy 
diaaataja'h tia' « iita iiiai'e nf 1 UMUt" laieii. or al least of hiicli of 
tiatiei a> itn iml eini^i tie wuli tie ii i.ijiital Tt will tluis 
tend lotii to ilhiiua'la the Xiiimil l'i\ulend, tthieli is the 
snuise of all w.ijs'. .itiil to It "fit ilie t.oiiij>etition of eapital 
f.ti the aiil I f M iL_i ' In Isith tin 'f Ma\s the ri^e of Mages is 
in daneer of linn^uiar al»out its o\tn destiuetiou. 

Tills old aitmiiieiit has both gained and lost strength in 
leeent time'. On tlie one hand iiiigiation ftoin one country to 
another i' Ijetoiiiiiig less dillieult lioth foi capital and fur the 
etiiphn iiig cla's ; ainl, if England should ever cease to be an 
eminent!) ilesir.ible country to live in, a small fall rejoinder 
in the rate of piuiils lielow that ofitaiiiable else is partly 
wheiip with eipial tiauhle and worry, would cause weaker'that^n 
So gir*at -i lack of capital and busine.ss power, that was 
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tlio working-clas&eR wdulcl be coiiipellpJ (iither to provide these 
requisites of prottuetioii fur themselves, or to sulAiiit to such 
low wages tliat they would soon want to einignite in pursuit 
of the I'apiliil and business power. But on the other hand 
eveiy country has industrial tiDuliles of its own ; and, so long 
as JRnglisliiueii nieeit tlieii-s in as brave and conciliatory a 
spirit as any other people, the owners of capital and businesh 
power will have no .sti-ong inducement to seek other lands. 

^ Again, though the dependimce of industry on a large 
.sujiply of capital is ctaistantly iiicmiAing, yet the inHuence 
which the fall in the rate of interest exerts in checking 
the accumulation of capital is a little less imisirlant than was 
formerly su2jp<is(‘d. 

And again though progress depends ever mf>re and nioi’e 
on the energies of business men, and though some f>f them 
might slacken their etl'orts a little if the Earnings of Manage- 
ment were lessened; yet the growth of wealth and inttjlligence 
are constantly increasing the numbers of thos(‘ who would do 
(he work of Inwiness mauagement with grtsab ^igour for a 
moderate rewal’d, so long as they could retain theii’ full freedom 
and responsibility, and all the excitements of the chase. 

The rejoinder of the opjKUients of Unions proceeds : — If it 
But there re- uoiiceded that the Xational Bitidend would 
mamsa power- not be much Icssciic-d at once by a general rise of 
inth^bMk-* w.’igcs obtaiiiotl at the e.vpeuse of profits; and 
ground. Ijibour, g(!tliug a larger share of a Dividend 

but little diiniiii.slied, wtinld be a little better oil’ for the lime; 
even then it has still to be considered that this diminution 
would he jirogressive and nivuUatire, unless the rise in wages 
exercises some comfjeiisatoi’y effect. Thus if in one year the 
diminution of jirofits cau.ses the stock of capital to be one 
per cent, less than it otherwise would have been, this loss 
will have increased to about two per cent, at the end of 
the second year, to aliout three per cent, at the end of the 
third year, to aliout ten per cent, at the end of the *enth 



lUAT^E rSTONiJ. 


•ti t 


^ear, and &o on. But tin-- uinniit go on for luiio. For 
Wh3e the *loss increase'* «teaililj- vt ar by year, there -will 
lie no coiresporwlinj; inenca'C in the aili aiitai.'e nhich coui- 
liinatiun fpves to lahnurei's in their hai'g.iining ; and sooner 
tir later the cninpetitioii of capital for the aul of labour 
in prmlucrion will !»' k-sseneil ; wages will fall, and /irOl 
pnibably go on falling until the renuival of the causes which 
lessened the supply of i-apital. and therefore the National 
JHvidend'. ^ 

It is then clear th.it it t rise i f wages is obtained simply 
at the expense of protit', if it loweis, pisitits without exerting 
any coiiipeiisatoiy i-flect ou the National l)i\ iileiul, it must 
he sflf-destruct ii e in the long tun. Tt must leid in time to 
such a .seat city of lapit.il and of business power that the 
Nation.il lUviJetnl will lie insufficient to afford high wages to 
lulxiiir. even while eajdtal is getting a loiv rate of interest, 
and business jKoier is itcehing low Eawiiiigs of Management. 

g lb Thus the main issue Ijetween those who do and those 
who lit! not think that L’liions can permant*itly Themainissue 
raise wages, usi Ives itself aluiost entirelj’ into the resolves itself 
nanxiwer (question whether the latier are right que°suon 

in asMitniug that theie is no intport.int coinpeii- whetherUnion 
, . . . , . , ™ action on the 

satijiy effi-ct to tlm injuries wlacli some fonns whole lessens 

« f Tr.ide-uaiijii* action inflict tin juoductioii; that 

Ibe net effect t f the action of I'utoiis is to hamper business 

> A fill in iLi i.it> I f iiiteivst finiii s.ij time to two lui tent MOitlil lut off 
a 1 iltal fii iiL tlie sttiijes ef s. me ptopie. lint those of otlitis suuld bo 
tet,t little afftttol !•} It (St e Hook It. (Ui tii ^ (> , and Ihi letuie thep(ioontaf;o, 
wliieli tills lowciiiie nf the rate of lutciest limn thiee to two, took iiom the 
sttK L uf capital in snecee&it e } oars w > tild slightly dimimsh. In f.u't how et or 
this eoiTcolimi is iitnob less im}K>rt.int than one toiidiiig in the opposite 
diiictiun. For wages oouhl nut Ini kept at tlirir ruisoil leti-l without tlirow’int' 
a fuiitimullv hu'rtasing hnideii on ptufits; and thcrufoio the diminution (or 
tlioek 111 tile ginwthi of tlio Xatiunal Ilitidtiid would hi* grcntor in tlio 
stsoml joar than in the lirst. ipi'ator in tito third >onr than in tho second, 
and so ou. Further, a fall in the rate of iiilitost piiiniotos tho use of 
uiatliinerv, and tends to nicroase Aii\iliarya;apit.il at the expense of IVttge- 
capit^, ami thus slightly to lower w ages. 
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and le.ssen production. Let us then address ourselves to this 
narrower question* * 

On the side of Unions it is contended : (i) that the ablest 
Unionists i-ecognizo the general .solidarity of their intei'ests 
with those of the employer, and so far fi-om needlessly 
hindering him in his business, do all that they can to make it 
work easily, .smoothly and certainly by every means that is 
compatible with their retaining their strategic advantag(is in 
Iwirgaining ; and (ii) that their action as a whole tonils lo 
impi-ove the chai'acter anil increase the etUciency of labour, 
tliat this influence is cnmnlutine, and that its benefits out- 
weigh any harm Unions can do in checking the growth of 
the material means of proiluction. Let us investigate these 
pleas. 

§ 10. Firstly as to the evils caused by strikes. Strikes 
Strikes are regarded as peculiarly the results of 

^ouraged by ' itlteady becil shown, 

the best the better organized a Union is, the smaller is the 

Unions. ehaice that a local quai'rel will mature into a 

strike. And though when a stiimg Union does .strike, thi* 
contest is likely to bo a long one; yet the unwillingmsss of 
employers to try conclusions with it, and the jii’udt'nee of 
the ollicials of such a Union, together with the foiiii of its 
govornmeni, tend lo diminish the number of .strikes. 

Strikes ai'c of course expensive. But too much attention 

has been jiaid to the direct expense which they 

Ciiuso to both .sides, and perhaps even to the 

occasional privation which they occasion to the 

families of the employed. Tliese evils obtrude 

themselves on the notice of eveiy one : and no doubt they are 

great. But they are not great ndatively to the immense issues 

at stake. They are not even great relatively to the uncer- 

rclativcly to tainty and frictiim which .strikes bring into busi- 

the policy iio-ss. It IS tliPrcfoix" the "eneral policy of the 
which they it • i it” r j 

support. Uniuiis, inure tlimi the clireul expenses of* the 


The direct 
expenses of 
strikes are of 
small im> 
portance 
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o^cctisional strikes by which they enforce that policy, to which 
we must turn our attention’. • 

§ 11. We may then pass to th.it part of Union policy 
which consists of fixing a minimum floeal) rate . ^ . . 

, ° ' ' A fixed mini- 

o£ ^vage, and making it so high that it practically mum wa^ is 
becomes the ordinaiy rate. Unionists contend "d^evu'torthe 
that this, while e.ssential to enable them to bar- seai'ne 

. ,1 1 1 . employer; 

fraiii as a body with the employer, is not an un- 
liiixed evil to biiii. It save.s biui trouble and anxiety to b^ 
able to buy his labour, ju.st a.s it doe.s to buy his raw material, 
at wholesale prices : for then he can be sure that no neigh- 
bouring competitor is buying them at a lower price and thus 
preparing to sell the finished commodity more cheaply than he 
can affoi-d to. What public markets do for the fair-dealing 
employer as regards raw material, Unions do for him, it is 
maintained, as I'egards labour. 

But liiifortunately this is not quite true of labour when 
hired by time, because tlie labour is not sutti- .. ,, 

eiently yrailetl-. At present, no doubt, the ii*ost chieflyfromthe 
incompetent jieople of all are excluded from mfflr*'rnuch''n 

Unions bv the rule tluit a candidate for adniis- ability and in- 
* dustry. 

sioii must ])rove that he is capilihi of earning tlie ^ 

local inininiuni^rate of wages^ But to begin with, that is 

1 There ih of course no ndvantaf'e in ooinparinjf the expense of any particular 
strike with tlie total direct gain to uages of any that follow after it: partly 
because the events that follow the btrike, imiy have been due to other causes, 
and partly because a strike is a mere incident in a campaign, and the policy 
of keejdiig up an army and entenrig on a ciimimigit has to he judged as a 
v^bole. The gain of any particular Imttle ia nut to be meabured by the booty 
got in it; and even defeat ia no proof that the General was wrong in not 
submitting without a battle. The cost of strikes is disensbed with full 
statistical detail in Mr Burnett's exceUont reinirts on the subject to the Board 
of Trade, and in several Beports of American Labour Bureaux. 

^ Compare Book v. Cli. i. § 3 . 

s Some weight must be allowed to the claim of the Unions iliat young men 
are stimulated to exertions by knowing uiat tUi‘y inubt work up to this 
aiauaara. ±$at it is not always a very high one ; and, no doubt, some men, 
when ^hey liuve attained it, exert theitiaelve.s hut little to get bej'oiid it ; being 
not unwilling to d^w largely on the ont-of-uurk funds of their Union. 
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only at the date of liis admission : and for this very reason 
admissions to Unions are most numerou.s when trade is good, 
and when men rather below the average are for the time 
worth the standard wages. And further men vaiy as mueli 
in their willingness, a.s in their power, to exert theinselve.s to 
do (I. good day's work for their wages'. 

A conceivahln remedy for this could be found by the classi- 

This could be lication of the workei-s in each trade into several 

lessened if the m'ades, with a iiiininiuni Hoeal) rate for each. 
TJnionsfavour- “ , , . , , 

edmoreclassi- Of course le.ai-nei-s always have special rales, and 

fication; a few Unions allow old men to work below the 

regular rate. JJut most Unions are f)pposed to carrying tin- 

classification further than this in the same branch of work ; 

partly because they feiir it might enable the emiiloyer to 

bargain with lii.s men as individuals under the cover of ofTei'ing 

them work in a lower grade. 

The dilllculty is a real one; but perhaps Unionists would 
make greater eH'orts to overcome it, if they realized fully how 

. , . ,, mu«h it diminishes the National llividend, and 

which would , ’ 

diminish in- tlu*r«r()re in tlio long I’un llie average -wage's 

emA'oymenUn tln'ouylidut the countrv. For oven when trade 

the trade con- is brisk, there are some men who need a stimulus 
cCmed and . , i i i /si. 

therefore in to oxertiou closei* at liaiicl than the fear uf Ijeing 

left out of einployinent when trade declines; and 
when it does decline, the emjiloyers have to di.siniss more 
men, and to dismiss tliem earlier, than tvould be necessary if 
their wages were graded acestrding to their efficiency. The 
full extent of this evil is not readily perceived : for men look 
chiefly at their own trade ; and they think that, if there is 
less done by one set <jf men, thci-e will remain more to be 
done by others. AS Idle some fall into the ever-recurring 
fallacy that theis! is a fixed AS^ork-Fund, many forget that the 

* It is (■ciiimiuiily siiiil liy cnipluyers timt oriliiiBry men will do more than 
half as much af-ain wlien they have a direct interest in their work as when 
they are paid by time. * 
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demand foi the goods .ind sci vices of eich ti idc and pio- 
f^sion coirfes solely fiom the pioducts of »othpi tiadts and 
professions, and depends, solely upon tlicn activity and that 
therefoie by cutting shoit the pciiod of ictivity of one ti ide, 
they tend to throw otheis out of full woik soonci than would 
otheiwise have been necessuy, tint thus tiade dopies^ion 
spieads and ciuses fuithei intdiuptions of woik, which agim 
act and leact on otln i tildes Ti fict, whih the glowing 
ev-pensiv eness of inichineiy vnd the glowing bicadth qJ 
niaikets give use to stiong foices constintly tending towaids 
incieasecl legulaiity of employment, the hasti of some Unions 
to put then ininiiiiuni i ite of w igi s i litth too high foi those 
men whom the employ ci is not veiv in\iims to have except 
in prospcious times, is oiu of the chut modt in hindi antes to 
settled conditions of woik' 

§ 12 The svstem of piece woik is seldom found in the 
hnest rtid best of industiiil lelitions ihe most eaieful 

i It should how cv ei be noticed that luaur t iiioiis ndmit < f classiflcatiou to 
this evteiit that the vaiiatioiis in the miiiinum wa,'l!s dciimnded bjr the 
ditfcunt local blanches aio viij gicit Iheie is no univcisil iiilc but the 
genii il iiilc IS th It the uiiinina aic lii„brst in and ni ii I oiidoii and uevt 
in the niamifaituuii,; distiiits, and tint thir iduilly dccii ise with tlic 
distiiice fioni anv gicit ccntic of the tiwlc while a hi,,h stindaid of woiK 
IS needed iiid paid foi Xliiis the tin il„ nil ited Soiiitv of Ciipeiiteis and 
Jonitis lepi itid i« ISSS niiiniiia of 20 inltn/uii 22 mlliiiistaplc 2i in 
launton 2s in ]j itli iiid It oieesiii )1 iiiliistul 1 6 in biiiiiingliam ind 
Hanihestii an 1 i ’ in suine J uiid m siil mbs 

IMieie the w i„is lie hi„ti tlio stuidiid eif effiiioiiiv wliiih a man imist 
attain in oidei to cun the euiient w iges of the ilistiiet is hi^b If tliiii a 
inembci of the I nion it Biistol cannot get 21 i weel he will be foi hidden to 
woik foi le«s thcie but the Lniuii will pay the expense of his going say to 
Taunton where he will he able to get einplorment at the euiient wages On 
the other hand an cxeeption illy able caipentii in Taunton is likely to nugiate 
to Biistol 01 Loiiduii to get higliei w i„es Bv tlins sending incfiieieiit men to 
places wliuc tbe stand nil of eflieiciiev is low and iiidiieetly at least helping 
elhcicnt men to go to places wheie it is high, TJiiiuns tend to peipetuate 
local inequalities of eflieiency and theiefoie local im piahtics of Time wages 

Apioposil IS now inidei eoiisuleiatiou ui some Unions repieseiitiiigliige 
tiades to adimt a little moic elassihcation even with icgiid to mtiiibeis of the 
sainojBi inch in oidei that a laigei pcieenlage of woikeis may he ehgible foi 
admission to the yuiuiis of then seveial tiades 
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and artistic work can seldom be measnrpd by it ; and ini 
manv trades, especially small trades, the work 

Piece-work is •' , r viii 

not suited to all vanes SO much from bench to bench and irom 
trades. regular tariff can be devised ; 

and piece-work degenerates into contract work, in which 
the ^individual workman has to bargain alone with his 
employer. 

But in the majority of trades, the various tasks can be 
Bat in others it accuiutcly; and when a list of prices for 

has great ad- them is agreed on, the employes grade themselves, 
vantages. unbroken phalanx in bar- 

gaining with their employers. Piece-work adds to the wages 
of the industrious workers; and it checks those habits of half- 
hearted work, which flourish in every rank of life where the soil 
is favourable. Tn many trades however for which it is appa- 
rently well suited the Unions either prohibit it, or at least 
avow dislike to it. * 

In some cases this is caused by an undue eagernt'ss of 

certgin einployci'S to reduce piece work rates 

like to*it° when they have thought their men were taking 

too much money home. Home workmen oppose 

it because they du.sire to take things easily, and have perhaps 

a Tatcnt dislike to be gradtjcl according to their_ mci'its. And 

some oppose it because tlifcy think it makes work scai'cc, 

by inducing men to get through more of it than they otherwise 

would ; and here again come in the combined eflFocts of a little 

trade-.selfishness, and the fallacy of the fixed Work-Pund. 

Perhaps these imperfections of human nature, rather than 

„ . Unionism, are further to be held responsible for 

Unions not , , n i . 

specially re- M'hatever ground there may be for the complaint 

that some Unionists urge their fellows not to 

exert themselves over-much and absorb work that 

othei’s might be glad to do‘. 

1 Tins is not rffecteil by general regulations; but in some workfjiops 
Unionist and Nuu-uiiiuuist alike, social pressure is brought t^bear on any one 


sponsible for 
this. 
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§ 13 Tlic old doctrine that -nheie thcie is> a will theie is 
^■way, is Veil illustiated by the success jwith 
which those tiades, that are much subject to m”chsub%ct* 
the biacing action of foieign coinjietition, liaie to foreign com- 
giappled with the dilhoult> of making Union 
action effectiic on behdf of the (inploycd, and jot ne^iher 
gem tally icxatious to the pinplojet not cvpcnsiio to the con 
suinoi The tiadcs which in ike laigoly for foitign maikets 
aie mote uiufoiin in then methods of oigani/ation th^ 
many otheis They not only buy then mateiials but they sell 
then pioducts itiy much in open iniukets, and special tiade 
connections and ti.ulc sccicts aio, is a lule, of 
compaiatively small impoibincf in them and fdopt^alf 
these conditions hate of coni sc f.icilitated the ea'iehtened 

policy , 

imiiuio ol issihccition <uxd giadiiig of difiereiit 
tasks But thcic Ii «ve In on nwno p>\\oifuI causes tending m 
the diicction Fot a quick nemc&is has followed on any 
quaiiclsoinc oi <)hstluctl^o tendencies that ha>o hindered in 


’ivho \M«ks so Imd is to sot a stiudnid of Moik hijliti^hui the othcis like, 
and no doubt the picsciicc of a Limiii cUuicnt may incieabc this inessure 
ti foicui ui, it a iiunihci of the lniioii, ib boiin tnnos ax>t to conieal the 
fiiilts of I iiKinists, iiid to (fi\Q them nii umliu piihienee oiei ablet 
>•011 uiiioiiists Thi (oiitiol of \ liiimh of a I iiioii has otiisionillj jot 
into th( Imiids of nun T\ho luue usul its muhiiun to ohiamfiill wages loi 
httU woik,*aiid though stuU < ists ue i uc tlie inisehief wliuh they 
laiise IS inihips ilei th ui tint diu to ollui kinds of Lnioii aetioii whieh 
hue atti lettd 1 1 ug( i shaie of xnihlu nttciition 

Ihiie aic piiiei il lules ag iiiibt woiking o\eitiiite , hut as was indie itcd in 
till last Ghixitei if niodci ite lu ch u letei , tliG> luoinote tlie etheieiicy of the 
worker, and aie not iiijuiioub to pioiliution in the long inn OMitime is 
bometimes foiced on an unwilling cmployei by the lesohc of some strong and 
able men to get > ei > high w ag<. b at aii^ cost Thc> ai e ]ust the men on w horn 
he can depend most in a dilhcult} , so he is *iii\ious to letain them, and then 
mdmduil demand foi oMitime o^eiiides the colli etne oppobitioii of the 
Union to it 

boini t iiions haic haid and stllisli inles hmitnig ^eiy naiiuwl} indeed 
the nuiiiher of appientices, and othei k uii^is The effeets of such limitations 
haie alieadj been discusbed But it blioiUd be added that in some eases they 
aie xiiompted, tliough not ]Ubtilied,by tho action of some emxdoyeis who get 
bad w^oik done at low w igcb almost e\elusi\ely by leainoib, for whom they do 
not eiulcaioui tojnake any piosibion at tho end of their tune 
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any way, rlircct or indirect, tlie full efliciency of the huuian^ 
energies and the tiiaterial capital invested in the \rade; and 
any injury that a union may cau.se to the employers, not being 
caj)able of being pa'-sed on to the consumei’s, acts quickly on 
the supply of capital in the trade; and therefore reacts quickly 
on tlic wages of the employed. 

In trades that are largely .subject to foreign competition, 

, , then'fore, those union oflieials who most fully 

ajd employed reiiHze tlio fuiirlainentul soHclarity between the 
co-operatc, interests of einployci's and employctl, and who 
oppose all demands which would needle.ssly hami)er production 
or inflict loss on the einployer.s, are those whose advice is 
found to bear the test of experience b(‘st ; their influf-nce 
generally inci'eases, and their character .spreads itself over 
the Union. 'Meanwhilo .similar causes tend generally to bring 
to tlie front those employers who give the most moderate 
and prudent counsels, and who.se relations with their eluployes 
are most cordial. 

The workmei* in these tnodes were the first to welcoine 
machinery, and to accept payment by the piece. 
And the employers in these trades wore the first 
to welcome Trade-union.s, to enter into negotia- 
tions with them, and to arrange conjointly with them Boaids 
of Conciliation. Tii these lioaitls an equal number of repre- 
sentatives of cmplnyei’s and employed meet on equal terms; 
they discuss now the minor details and now the broader lU’in- 
ciples of wage-arrangements with reference to the current con- 
dition of trade ; aiid when they can agree, as they generally 
can, their decision is in effect binding on the whole of their 
trade iti their district. 

The character of their agreement varies with the nature of 
1 lie 1 radc ; hut in all casp.s they ahn at graduating the payment 
to the difliculty of each particular task, taking account in .some 
cases of differences in the character of the raw material sup- 
plied, and in others of the delays caused by working ^ith 


and form 
Boards of 
Conciliation. 
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]iiricliiiiLTy tliat has not the A’ciy latest inipi'oi'cniejits. And 

some trades they arranffe lists of the piices to be paid for 
each of many thousand different bisks'. 

Arrangements of thi,s kind, and even the much less satis- 
factory expedient of occasional appeals to Arbi- 
tration, do not n-ork easily without the aid of unions o/ten 

strong oi-gfinization on either side. Little but erreatiy faciii- 

. , . I, . , 1 . business. 

mischief indeed conies from a weak Union, always 
ready to interfere, but seldom able to secure tlu' faith^l 
canying out of an agreement, to which its own officers have 
been a party. Hut a strong I'nion, guided by able and far- 
seeing men who have a gra\e sen.se of responsiliility, is found 
to enable a few minutes’ quiet coiivorsation to settle iiinuiner- 
ablo petty disputes that in old times would have caused much 
delay and worry and loss of mutual good feeling. And, when 
the time conies for great change.? in wages either way, the 
ease is ■'argued out by those who know exactly what are the 
real points of difficulty ; and who, though there must be in 
till background an appeal to force, will yel, have recourse to 

1 III the foal aiul iron trades these payments arc sonictinics made to vary 
l>y a Slulhitf tScah' T>itli Uie iw'ice of tlie prwliict, Tlic .standard price and the 
standard wage are usually taken as those lU'cvailiiitf at a ditc at wliicli the 
4‘oiiditioTi of trade is recognized hy Indli Mdc*s to have been iH>riiml ; and A is 
agreed that for o'Jcry rise or fall of the i»ru*e iibov e or below its standard level, 
wag(*s should rise or fall al) 0 > c or below lUeir slundard le^ el by a corresponding 
but generally biiialler percentage. Tlic i»eiTentage is generally smaller to 
(•4iiTt*si)ond to the natural and hcncficeiit tendency id fluctuations of wages to 
be IcbS in extent than those of iirices (See Book vi. Ch. viii. § o). The 
Sliding Scale, ^\hen working at its lK*st, arranges that those infiticiiccs which 
bliort'penod fluctuations in the price of a coniinodily aro bound to exercise 
on the current wages of the labour hy which they aro made, shall work them* 
selves out smoothly and easily. Bnt the 1>asiH of the Scale needs to be 
changed from time to time to correspond with altered conditions of trade, of 
production, and of the lihour market generally. These changes at rai*e 
inteiwals give effect to the influence which the supply price of labour exercises 
in long xieriods on the jn'ice of the commodities raised hy it. There are 
however special difiiculties connected witff Sliding Scales, siuiio of which aiise 
from the fact that in many of the trades to which they apjAy, foreign compe- 
tition is only a partial regulator, aud something approaching a local monopoly 
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induKtrial war only a.s a last resource. In such trades we may 
conclude confidently that Trade-unions on the whofe facilitate 
bii.'iiness'. 

§ 14. Other tiade.s in which many able employers ai’C not 

AstroneUnion Borry to he confrontetl by a fairly strong Union, 

is often on the j^(.g thfise in whicli the labour is not highly 
whole helpful . ... 1 ^ 

in a trade in skilled or sjiectalized ; and the employers, know- 

not'becometoo big that ill case of need they can bring in fresh 
E^ng. l.abour from a distance, have no fear of losing the 

effective control of their own busines-ses. In such cases the 
able and prudent Union leaders, having the confidence of 
their followers, and heing able to make practically binding 
contracts on their behalf, may save more trouble and worry 
to the employer in small que.stioiis than they cause in large 
ones ; and they are more like!}' to hinder than promote such 
aggressive action as would force the employer to extreme 
measures. Many of the firms engaged in these tnivles arc 
large, and use much fixed capital; they buy and sfdl every- 
thing in largo quantities, and would he willing to pay’ a 
little extra for anything, laFxiur included, to save them- 
selves the time and expense of making many detailed bar- 
gains. But while the employers in such cases may welcome 
the presence of a Union so long ius it remains of moderate 
strength ; their attitude would quickly be cliangisd if any 
great measure of success .should attend the endeavours that 
Trade !<■''« uow being made in these very trades to re\ive 

Federations. extend old projects of Federation of Unions, 

and to make them irresistible by the use of the modern 
weapons of sympathetic strikes and boycotts*. 

1 111 some trades an employer having ground of complaint against one of 
his employes not inifrcqneiitly appeals to the TTiiion secretary ; and he having 
investigated the matter compels tlie.worliman to make good his default nnder 
penalty of losing the support of tlie Union. 

® An interesting history of earlier attemyits at Federation as well as of 
Trade Councils and Trade-union Congresses is given in Mr Howell's Corjlicta 
of Capital and Labour, Ch. x. Throughout it ^ we find evidence of the high 
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§ 15 The disturbing effects of Tisde union action are 
"^obably s'feen at their maximum in tracfcs which have a 

education tliat XJuionists ue daivuif? fiom all these \aiioub foims of 
asbociation They help diffeieiit iiodes to enter into one anotlio s difhculties, 
to bring to beai on one another the foice of a public opinion winch though 
often one sided is on the whole bcuchciil, and lastly to smooth away any 
quanels which may UMse between diffoient tr^los especially with legjid to 
apparent encroacliiricnts bw one on aiioiliei s pro\ nice Foi such quanels aie 
as frequent among modim Unions as tlic> wcie among mcdiac\il Gilds The 
chief discussions nt Tiadc union Congi esses ha\c howe%eri elated toindnstiial 
Legislation , on winch they have eTertod a gieat and on the whole a heneflc^l 
influence 

It IS too eaily to foiiii a sound judgment of the moi e ambitious new schemes 
foi Fedeiation Uiidci the guidance of able and lesolutc men they change their 
shapes i apidlv to avoid first one difliculiv ai d then iiiotbei it is possible they 
liiay atiam a powei, tliat would at pieseiit appear fiaught with some danger 
to the State and yet use that jmwei vnth model ation If so the} will do 
much towards changing the com so of mdustiiil Iiistoiy Foi they aim at 
little less than contiolling the gencial conduct of busnicss in the inieiest of 
the woikois, just as much being allowed io tho cmplu>cis (that is to capital 
and business powei) as is needed to avoid gicatly chccliug the supply of 
capital and the activity of busiiuss 

The method by which the} pioposo to attain tins losult is geneially to 
snlAiit eveiy dispute to tho suxueme Council of the 1 cdei ition who aie em 
poweied — in some oases subject to the explicit consoiiC'of tho several Unions 
— to dcclaie wai against the firms winch rjesist then decices The council 
may fui instance oidii that the Fcdciated tiadcs shall not handle any goods 
coming from oi going to those films oi c>cn tint tluy shall not woik at all 
for any employer who icfusts to cease deiling with those films The poJ^cj 
winch they pioposc is om rcquiimg gieat jud);,inci>t and self coutiol, qualities 
that lia^e not hc^fti shown in some of the icc<nt ventmes of siicli Federations 
iiiAinoiica \ustr ilia and Fnghiid Butwcnlcuiibj txpiiicnce 

111 some leccnt schemes foi an alliiiice between On operitois and Trade 
uiiioiustb III Liiglind it has Iccii piojKisid that cn opcintois should buy no 
goods that did nut lx ii a liadc union luuk It is coitaiii tint at present 
tho woist conditions of labour are gci ci ill> found among those who are 
making goods for the consumption of the wmking classes themselves, and it 
IS quite right that they and other people, should as fai as possible avoid 
purchasing goods made under these conditions But it is a strong measure to 
put it in the power of a Union to d<»tioy the tiode of an employer on the 
ground that he does not confoim to then icquircments without makmg suie 
that those icquiiements aio such as it is to the public mteicst to eufoice 
Eiiors of this kind will however coiiect t]icuiselv es m time Ai d meanwhile, 
together with some little liaim and perhaps injustice, good will be done b} 
an attempt that calls the attention of the woiKing classes as consumers 
to tl]p ultimate effect of a iiolicy, of which they aie apt to see only one side 
when they appre^h it as Trade unionists 
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EfTectsof com- 
binations in 
trades not 
much subject 
to external 
competition. 


monopoly of .some special skill, aiid are not inuch iuilueuced 
the fear of foreign competition. It is* in some 
these trades that a bad use of Trade-union forces 
is most likely to show itself, a use that injures 
employers in the first instance, but in the long 
run is chiefly at the expense of the general puljlic. 
And indeed it is true now, as it was in the time of the old Gilds, 
that in !i trade which has any sort of monopoly, natural or 
artificial, the interests of the public are aj)t to be sacrificed 
most, when peace reigns in the trade, and employers and em- 
ployed-are agreeing in a policy, which makes access to the trade 
difficult, stints production, and keeps prices artificially high. 

§ If). iSo far we have discussed the influence of Union 
action on general wages, with referance to the question whether 
on the balance it renders business more difficult and uncertain, 
diminishes profits, and le.ssens the supply of capital and the 
energy of business men. But we have not yet considdred the 
strongest grounds of the claim made by Unions that they do 
not on the whole»lessen the National Dividend, and thereby 
bring into action forces wliich will render futile their eff’orts to 
raise wages. We have still to consider that the strongest 
Bi*- Unionism "'f Uiiious to sustaiii Wages depends on the 

must be judged influence they e.xert on the. chai’acter of the 
woi'kers them.selves ; though tlieir position is not 
■so .strong as it might be made by the abiindon- 
ment of all regidations and practices which 
needlessly limit the number of learners in skilled trades, or 
tend to deprive the workers of a good opportunity and a 
strong motive for exerting their best abilities to the full extent 
that is compatible with a due amount of rest and leisure. 

It is true that Trade-unionism has already done much of 
Unions found work in this direction. It found even the 
many -workers artisan with but little independence and gelf- 
gave'tiwm’sebr- respect, incensed against his employers, but with 
respect. well-considered policy for compelling theln to 


mainly by its 
influence on 
the character 
of the workers. 
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:teeat him^as an ^qual wlio had something to sell that they 
wanted to buy. This state of things would in any case have 
been much modified by the inerea.se of wealth and of know- 
ledge ; wliicli, together with the cessation of great wai-s and 
the opening of our markets freely for the workman’s food, 
would have taken away much of that want and fear of Ininger 
which depressed the phy.sique and the moral character of the 
working classes. Unions have been at once a chief product 
and a chief cause of this constant elevation of the ^tandaid 
of Life : where that Standaid is high, Unions have sprung up 
naturally; where Unions have been strong, the Standard of 
Life has generally lisen; and in England to-day few skilled 
workers are depressed and oppi-essed’. 

But there still remain trades in which special causes have 
lowered the independence of the workers and 
induced them to submit to conditions of hire 

still a few 

and cohditions of work, which, constantly jiress trades in which 
them downwards. Selling their labour with- ** 

out any effective reserve to employers lynong 
M'hom there is but little effective pompotition, they have not 
partaken in the general progres.s. Kelatively, if not abso- 
lutely, the price of their labour has fallen : and yet it is not 
always cheap to the employer; for long years and in some cases 
long generations of poverty and dependence, without know- 
ledge and without self-respect, have left them weak and 
unprofitable workers : and it is in relation to these classes 
that Trade-unionism is doing its most important work among 
the pj’esent generation of Englishmen. 

Its work has been successful in proportion as it has 
resisted the temptation to go counter to the economic forces 
of the time; and has directed its chief efforts to giving men 
a new spirit and a tnist in and care for one another; and 

^ Till recently workmen suffered mncli liardsliip and wrong from some bad 
masters. Tlnions have ebccked this partly by explaining tbe law to the work- 
niail'and putting it in force for him. 



390 


BOOK VI, S CH. XIV. §§ 16 — 1<S. 


incitinsr them to avail themselves of those economic forces 
that can be made to work on their side. 

Thus for instance under the old regime at some of the 
. London Docks, the inevitable uncertainty of 

Labour at the ’ . i i i j. , 

Docks under employment was increased through lack of due 

the o:d rigiiue. consideration; men were kept waiting about 
needlessly for the chances of an odd job, till their spirit 
was gone; they turned their little earnings to very bad 
ai^'^unt, and they were at once among the most miserable, 
and the dearest workers in the country. A Trade-union giving 
them some confidence in themselves and their fellows, insisting 
on the removal of conditions which were very injurious, and 
finally appealing to public sympathy for funds which enabled” 
them to put a reserve price on their labour, was able 
to give them a wonderful start : and though they have 
not in every case known how to use their victory with 
moderation and wi.sdom, they are now on a higher level than 
befoi'e. 

There is an almost equal waste of human life, though “of 
„ „ . another kind, in some other indu.stries, such as 

“Sweated" nail-uiukiug, and hand-sewing, in which old- 
t^adea. fashioned methotls vainly struggle ft)r life. These 
are the industries in which the evils of the so-called sweating 
system are greatest, and the workers are most helpless. The 
forces of the time are moving them slowly on to better methods 
of work, and therefore higher wages : but, if they could take 
combined action, the movement would be hastened; and the 
growth of Trade-unions among them would be partly a result 
and partly a cause of their rise from their present low state 
to a liigher one. 

§ 17. Though there is no longer room for Unionism to 
There is much render services of this order to skilled workmen, 
can^miuender there is still mucli that it can do even for them, 
to the moral Unions all can, and most of them in fact do, 

character of . » » t „ *■ 

the workers, exercise a,n elevating influence Jy punisning 
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any member wlio conducts himself biully, or who is frequently 
:3!>t of eulfAoyment from excessive diinkinj*. There is much 
moral strength in the esprit de corps that makes a man anxious 
not to bring disgince on his Union, and in the just pj-ide 
with which he contemplates the provision that its Benefit 
and Provident Funds make to secure him from needing the 
aid of public or private charity. 

The better the influences which Unions exert in the.se 
respects the more likely is any increa.se of wages ^ 

that the}’ may obtain, to l)e turned to account in 
promoting the industrial eiliciency of the luesent ‘•'“V Rkely 
and tlie coming geneiation ot workers. In so permanently, 
fhr as they do this, the Unions have an effective 
an.swer to the argument, recently given, that any check to the 
growth of capital caused by a rise of wages at the expense of 
profits is likely to be cumulative. If they do what they can 
to make labour honest and hearty, they can reply that an 
addition to the wages of their trade is as likely to be invested 
in fho Personal Capital of theniselvo.s and th^ir children, ns an 
iucroaso in profits is to bo investet?,in Material Capital : that 
from the national point of view iiensons are at least as i-e- 
muiicrative a field of investment as things : and that invest- 
ments in persons are cuniulatiie in tln'ir eflects from year to 
year and from generation to generation h But this answer is 
not open to those LTnion.s, or branches of Unions, that in effect 
foster dull and unenergetic habits of work. 

g 18. It would be a great gain if the net influence of 


Unions on wages could be cleai’ly traced in . 

° . ■' Difficulty of 

history. But this cannot be done. For many ascertaining 

of the most important effects of Trade-union unions'^by'di-*^ 


action are so remote from their causes as to rectobserva- 
• /» 11 tion. 

escape notice, unless they ai*e carefully sought 

out ; and even tlien they are so intenningled with the effects 


^ above Ch. iv. §§ o'. In England, and to on even greater extent in 

Amenca, the malarial aaviugs of working men are tbemselres considerable. 
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of othor and, in some cases, more powerful causes^ that th^ 
true meaning is iKit easily readh 

Let us however consider the relation of Triide-unionS to 
some of the himtl inoveiuonts of wages noticed 
wageB^in""* in the lirst half of the precexling Chairtcr. Trade- 
different unions have lieen stronger in England than on the 
Coniiiienfc, jind in America; and wages have been 


higher in England than on the Continent, but lower than 
if America. Their strength in England was partly due t.o 
that force of character, which was the chief cause; of the 
excess of English over Continental wages. Their weakness 
in America was partly due to the very causes that made the 
wages of the American working man so high ; viz. his restless 
('utoriirise, his constant ojijioitunities of hettering himself hy 
changing his alxido and his occupation, and the al>undanc*5 of 
land on which he could settle as an independent ownoi’. The 
highest wages of all that the world has known have’hef'n iir 
some parts of Califoniia and Au.strnlia ; but they w’orc due to 
causes which i-xoluded the action of Unions. Gradually real 
wages in those jilaces havg fallen — perhaps not absolutely, hut 
— relatively to the rest of the Western world ; and in their 
desire to retard that fall, men have betaken tlienisclv('S to 
ifnionism of a specially .active and adventurous eharaetei’. Hut. 
it is not easy to deci<le whether in so doing they ha\’o not 
checked the, growth of wages hy retarding the. inllu.'^ of 
capital, as much as they have increased it hy modifying in 
tlieir own f.avour the di.stidbution of tlie joint pi-oduct of 
labour .and capital. Again, not long ago wages were very low 
in Kcotl.and ; hut they have already risen nearly up to the 
I'higlish level, as a result of the general tendency of local 
ine([u,alities of wages to diniiuLsh, .and in .spite of the fact that. 
Unions are weaker in Scotland than in England. Unionism 
is liowcver growing fast in t^cotland ; and in shipbuilding, for 


I Coiupavc tlie footnote on pages 355, 356, 
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which the Clyde has great natural advantages, Unionism is 
tS^strong ahd wages as high as in England. , 

Again, those occup.atit)ns in which wages have risen most 
in England happen to 1 m‘ those in which there 
are no Unions : they are tluxso kinds of domestic wages in 
service and those employments for women and different 
children in which tlicre has been a great increase 
of demand, while the inci-ea-se of supply has been checked by 
the growing unpopulaiity of domestic service, and the unwilling- 
ness of the bettor gi'ades of working men to let their wiTOs 
leave home and Iheir childi-en leave school early. Again, few 
of those branches of skilleil labour which have had sti'ong 
^'^nion.s for the last fifty years, can .show as great a rise in 
wages a.s has been secured in mo.st unskilled occupations in 
which phy.sical strength is i-cquii-ed, even though they have 
had no effective Unions. 

It is true that Unions claim to have made, life more 
pleasant in manufacturing and other industries, 
and thus to have increased the inducements 

1.1 . ^.1 the influence of 

needed to keep peoiue in domestic service. And Unions on 

it is further true that, in so far as Unionist 
action may have raised the general level of life 
of .some classes of workers, it has helped to inise the intelligertce 
and charactei’ and therefore the wage-earning power of their * 
children, among wliom are many domestic .servants. Hut, even 
if we take an optimist estimate of the.se influences, such facts 
.'IS those just quoteil prove that the direct influence of Unions 
on wages is small relatively to the great eeonomie forces of 
the age. They pi-ove this, but they prove no more than this. 

And on the other hand the advocates of Uniunisiu can 
bring forwaid a long series of fiicts to piove that inference that 
when a comparison is made of wages in two pther things 

^ ^ ^ ® being equal 

similar trades, or in two branches of the s.ame Unions do 

trade, or in the same hraiich of the .same trade me°trade?rn*" 
in Wvo places ; if it so happens that, neither of which they are 
them is favodred relatively to the other by the others. 
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economic changes of the age, then that one which has the 
strongpi Unions Jias almost in\aiiably tlie higher wag^!^ 
and that one in which the stieiigth of. Unions is iiici easing 
most lapidly is that in which wiges aie using f istest^ 

Such facts pio\e that, othei things being cquil, wages in 
tiades in which theie aie stiong Unions are likely to be 
liighei than in those in which theie aie not But they do not 
aftoid i conclusne answei to tlioso who hold th it a Union cm 
obtain a h lative use in wages in its ti idc only b) nn ins which 
mdiiectly cause i gicatei in othn tildes, ind tint 

therefoie the effect of Unionism is to lowei gciu lal wages 

It should also be noted that all siicli ficts lose some of 
their significance, when it is leinembeied that <i use of wage^^^i 
even when caused by a geneial incicise in the piospeiitj of a 
trade, is neaily always followed, as statistics show, b^ an 

^ Ihcic aie soti il casts of Uadcs with stioiig tonoii in winch the use of 
wages has been ictaidcd In causes which may easib escape ohbeivatioii Toi 
nistance, tlie use of the wigcs of comi>ositoi s has been hindcied by the 
diffusion of education which while itmnchmcicabeb the demand toi then w^uk, 
tie>ents thepowei of« cadiug and wilting fiom liaiing anj longii amonopol) 
>alue tluii wiges ha\e lioweiei iistn iclatncl^ to tin ineoinis of lUiks 
who me i£fe( ted hy tin suae c luse but h i\t no Union A^mn, sKilh d iioi 
foundeis w<u InaMly stiiuk hr the iinuitDii ot ni'uhnni^ tin iisi of 
wliitli lequiicd inoie pli>su il stimgtli niid cn iblul inaii> nn\ns ti t iiii 
10? a dii> at non founding it the turn when tlie Uneiuilnxd list of 
* tlu Iionfouiukis Union w IS quuUd 1)ctoi< tlu Coinniissiou tui thu ]>( 2 Ut ssiun 
of Ti idt as stiong cMdcnce of i gi owing dc uth of emjdojment \nd iguin, 
the eiigiiniis lii\i bulfcitd iioininalh it Ua^t lioiu tlie fact tint — to say 
iiutliing of those wlio aio lx low tho Liiioii slandaiil — thcio is a constant 
iiiciease iii the iiunihei of men who umfini ilninsihes to i uinj> u liiM ly 
siniide woil in the inaiiUt. ciu< iit oi machines and aic not highU skilled all 
round iiicn The a\trat,e iiieoincb to diy of those who cnteied the cngiiieeis’ 
tiade thutj yens igo aie >ciy high indeed Not a few are emidoyeis 
many moic aie foieinen and iit iiositious of tiubt m all Linds of industiiLs, 
and mail} arc eatniiig execptionallv high wages for delicate and I'liicd woiL 
in small, but high clasb bu&inesseb A great inanj of these howeser aie not 
meinbeib of the Union at all, luid those who aic, owe >eiy little at picbent 
(whate\ei they may li u e done m the lUbt) to the aid of the Lnion 

\11 tluse tliiee tiadcs have to do with hiaiiclus of pioduction for which 
the deiimid is nicieasuig mn<h faster than in pio^ioition to the poimlation 
Ihe^ all have veiy stiong and well managed Unions, and yet all h>^e to 
loiiteiid with Btiong and not Uiy obvious hinihauees to a lapid use in then 
ninniiium wage ^ 
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increase in the strength of the Union. ^For the rise, however 
(^Bttsed, inc^ases the men’s confidence in Ijieir leaders, and 
makes them more willing as well as more able to pay their 
entrance fees and subscriptions ; and further it incretises the 
numbers of those who are qualified for admission by earning 
the standard wages. 

§ 19. The direct evidence of wage statistics is theii* in- 
conclusive. But, on the whole, they tend to 
confirm tlie conclusions to which our geirei'al conclusions, 
reasonings seemed to point ; and we may now ■* 

sum tliein up. 

In trades which have any sort of monopoly the workers, by 
flhiiting their numbers, may secure very high wages at the ex- 
pense partly of the employers, but chiefly of the general com- 
munity. But such action generally diminishes the number of 
.skilled workers and in this and other ways takes more in the ag- 
gregate from the real wages of Avorkers outside, than it adds to 
those of workers inside : and thus on the balance it lowers average 
wa^s. Passing fi'om selfish and exclusive action of this sort, wo 
find that Unions generally can so arrange their bargaining w’ith 
employers as to remove the special tiisadvantages 
under which workmen would Ho if bargaining as 
individuals and without I'cscrve: and in con- wages in pA-- 

, ... 1 1 ticular trades. 

sequence employers may sometimes find l.lie path 
of least resistance in paying .somewhat higher wages than 
they would otherwise have done. In trades which use much 
fi.'ced capital a stmng Union may for a time divert a great 
part of the aggi-egate net income (which is leally a Quasi-rent) 
to the workeiB ; but this injury to capital will be jjai'tly trans- 
mitted to consumers ; and partly, by its rebound, reduce em- 
ployment and lower w'ages. Borne of those, who liave caused 
this result, may escape it themselves by changing their oc- 
cupation or their alxide. But in tiiules in whicli competition 
fium a distance is offectivo, the nemesis follows quickly : and, in 
these^trades more than others. Unions iHrect theii- energies to 
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maintaining a moderate level of wages hy means that do not 
hamper production. Other things being equal, fne presefliTe 
of a Union in a trade raises wages relatively to other trades. 

But the influence which Unions exert on tlio average levc'l 

, of wage.s is le.ss than would be inferred by look- 
influence of ® , 

Union action ing at the influence winch they exert on wages 
gei^al'^Vts each particular ti-aflo. AVhen the measures 
drawbacks and which they take to raise wages in one trade have 
the effect of rendering business nioi'e diflicult, or 
anxious, or impeding it in any other way : the}' ai-e likely to 
diminish employment in other trades, and thus to cause a greatei' 
aggregate loss of wages to other trade's than they gain foi' 
themselves, and to lower and not raise, the average levi-l tlf 
wages. For a fall in the rate of prefits exoi-ts an infliii’iiee that 
is I'eal, though le.ss th.in used to be once supposed, in ciiusing 
capital to emigrate or oven to lie consumed, and in causing men 
of business ability to emigrate or .slacken their energies ; and 
this influence is cumulative. 

The power of Unions to raise general wages by dft'ect 
means is never great ; it is never sufticient to contend success- 
fully with the general economic forces of the age, when their 
drift is against a rise of wage.s. But yet it is suiKcient 
irtaterially to benefit the worker, when it is so directed as to 
co-operate with and to strengthen those general agencies, which 
are tending to improve his po.sitiuii morally and economically. 
And it will be so directefl if the following conditions are 
satisfied. Fii'stly, Unions must aim at making 
busine.ss easy and certain; this is already done hy 
form.al and informal Boards of Conciliation in 
some trade.s, e-specially such as produce largely 
for foreign markets. >Secondly, tliey must aim at 
raising the Standard of Life among the workers of the present 
and the coming generation by fostering habits of sobriety and 
honesty, independence and self-respect : this is done in 
different degrees by all -Unions; and whatever influence''they 


Conditions 
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exert in this direction is cumulative, 'riiirdly, they must aid 
il^nany as ^ssible of the rising geneKition tcvicquire industrial 
skill, and to join the higher paid ranks of laboui' : this calls 
for some sclf-sacrilice, and is inconsistent with any attempt to 
raise very high the wages in skilled trades by making the 
entrance to them artificially difiicult. Fourthly, they must 
strive to develop the great stores of business power ancf in- 
ventive re.sourae that lie latent among the working classes, so 
that, production being economical and cificient, the National 
Dividend may be large; and that, bu.siness jjower being cheap, 
and the share going as Earnings of Management being 
relatively small, that which remains for wages may bo higb. 
Wie training wliich Unionists get from the management of 
Union affairs, though highly beneficial to them as inon 
and as citizens, is yet not exactly' what is wanted for this 
end. But Unions might do much towards it, by ujidcr- 
taking particular contracts and oven general business on 
their own accounts ; and by aiding and promoting all fotms 
of eo-operati^e enterprise, and especially sucli as open the 
^grejitest mimbiu' of opportunitips to men uf natural business 
ability to find free scoj)e for their constructive and originating 
faculties', li'ifthly, they must be always specially careful to 
avoid action liy' which one chiss of workers inflict a dii’ott 
injury on othefs. Contests between Unions contending for the 
same- field of employment — jvs for instanc<- between Unioms of 

1 Thus sacriliciiig tlie bhatluw for the huhsjtaiu-e, they hhonkl wljere 
iiecebsury, relux the rigid foriiib of bouie of their oun rules in fuAuur of bmall 
genuine co-operative in-odnetivc societies in the feu* trades in which ijueh 
societies can successfully contend with the great natural difficulties hy which 
they are opposed. And in pai’tieular they should encoiimge productive 
bi’anches of di.strihuti\o stores in which resimiislbility for risks and i)ow^v of 
experinient are very nearly in the same luinds; and in \vhich the biisinoss 
energies of men of the working class can he vivilied and prepared fur talcing 
ail important part in iuereusing the KuHuiml Dividend and diniinishiiig the 
share of it which goes as Eaniiiigs of Management. (Some aspects of this 
question are further considered in an address hy the present writer to the 
Co-oiil$rative Congress in 1860.) 
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shipwrights and carpeiiters, or plumbers and fitters — attract 
their full meed ef attention; but more ‘^importttnce 
attaclies to tlie injuries which one trade inflicts on otliers by 
stinting the output of the raw material which they have to 
use, or by throwing tliem out of work tlirough a .strike in 
whicli they liave no concern. 

§20. As Mill .siiy.s ; “Except on matters of mere detail, 
_ there arc! rierhaps no practical nuestions even 

Connection ^ ^ 

between the among tho.se. wliich appi’oacli neai’pst to the 
KoiToml'^ character of pure, economic questions which admit 
aspects of the of being decided on economic premi.ses alone ; ” 
problem. [dike unscientific and injurious to the 

public welfare to attempt to discuss men’s conduct in indu.stri!tr 
conflicts without taking account of other motives beside the 
desire for’ pecuniary gain. The world is not reatly to apply in 
practice principles of so lofty a morality, as that implied in 
many socialistic schemes, which assumes tlrat no tme will 
dcsir’e to gain at the expemso of an equal loss of hnpirincss to 
others. But it is ready, and working men among other'sf*ar ’0 
ready, to endeavour to act up to the principle, that no ono 
should desire a gain which would involve a vei-y nutch greater 
loss of happiness to others. Of course the loss of .£1 involves 
nfach h-ss loss of hapj)lne.ss to a rich man than to a poor matt. 
And it would not be reasonable to ask working-rneit to abstain 
frottt a nteasurc which would give them a net gain of .£1 at 
the expense of a loss of SOs. to profits, unless it could be sliown 
that this loss would react on w.ages in the long run. But 
many of them are willing to admit that no Union should adopt 
a cour.se which will raise its own wages at the expense of a 
much greater total loss of wages to others; and if this principle 
he generally adopted as a basis of action, then nearly all the 
evil that still remains in tire policy of Unions can be removed 
by such a study of economic science, as will enable them to 
discern those remote effects of their action “ which are not 
seen,” as well as those iinmediate results “ which are seeit” 
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With these reHeutioiis in view we' jiiay pass lo sum up 
aBS develop some considerations as to thn» social influences 
and tlie ethical character of trade union action, which have 
already heon indicated. Speaking broadly it may be said 
that trade unions have benefited the nation as well as them- 
selves by such uses of tlic Common Rule as make 
for a true standardization of work and wages ; Jarfization 

esiiecially when combined with a frank endeavour ja socially 

beneficial. 

to inako tho resources of the countiy go as Tht 
as they will, and thus to jiroinotc the growth of the national 
dividend. Any rise of wages or improvement in the conditions 
of life, and cmplojoncnt, which they may obtain by these 
nusMiablc methods, is likely to make for social well-lieing. 
It is not likely to worry and dishearten business enterprise, 
nor to throw out of their stride those whose eflbrts are making 
most for national leadership : nor will it drive capital abroad 
to any great extent. 

The case is diiroront with apjilicalions of the Common 

Euifc which make for a false standardization : 

r-T Ti. T 1 ^ t Danger that 

whieli tend to forec employers to put relatively the Common 

iiiellicicnt workers in the samo cIjvss for payment ^orkfor^aise 
as more elliciciit workers ; or which prevent any- standardiza- 
ono from doing work for which he is capahh', on ’ ''* 

the ground thift it does not technically belong to him. These 
uses of the llulc arc jirhiiA Jude auti-.social. Tlierc may 
indeed ho stronger reasons for such action than appear on the 
surface : but their importance is apt to be e.xaggcrated by 
the professional zeal of trade union ollicials for the technical 
perfection of the organization, for which they are responsible. 

Anti-social again is the fal.se stnndai'dizatiun involved in 
refusing to allow an elderly man, who can no insistence on 
longer do a full standard day’s work, to take standard 
something less than stand.ard wages. This practice elderly 
slightly restricts the supply of labour in tlie 
trade;* and appears to Vienefit tlioso viho enforce it. But it 



400 


BOOK 1)1. CH. XIV. §§ 20, 21. 

cannot permanently restrict numbers : it often involves a 
heavy burden on> the benefit funds of the unioll, and 
generally shortsighted even from a purely selfish point of 
view. It lowers the national dividend considerably ; it con- 
demns elderly men to take their choice between oppressive 
idleness, and a weary struggle to work harder than is good 
for them. 

To pass to a more doubtful case ; — some delimitation of 
delimitation the functions of each industrial group is essential 
of work. the working of the Common Hule; and it is 

certainly in the interests of industrial progress that every 
urban artisan should seek to attain high proficiency in some 
branch of work. But a good principle is apt to be ptesheLf 
to evil excess, when a man is not allowed to do a certain part 
of the work on whicli he is engaged, though it is quite easy to 
him, on the pretext that it belongs technically to another 
department. Delimitation then, though a social good when 
applied moderately and with judgment, becomes anti-social 
when pushed to extremes for the sake of the minor tactical 
advantages wliicll it ofiers. 

§ 21. "Very little hasTieen said in the present volume a-s 
An illustration deficiencies of price — that is, a certain 

ol*the depend- number of grains of gold — as a measure of true 
precepte'on"'** Value : and therefore it has not bden possible to 

troe measures discuss in the present cliapter the difficulties 
of quantity. i • t_ -u -i . * . 

winch beset trade unieti reguhitions on account 
of these deficiencies. But a few words may be said on the 
subject here, though they are not strictly in place. For the 
matter is very important in itself; and it illustrates well 
the intimate dependence of definite ethical jrules on subtle 
economic reasonings. 

A man, who can perfectly control his horse, may properly 
vide in a market-place, though it would be wrong for a bad 
rider to risk injuring others as well as liimself by taking a 
fiery horse there. - And in like manner the inherent imper- 
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fections in price as a measure of Value may cause some 
^^ingent legulatibns to be on the balance anti-social; even 
though they might have worked on the whole more good than 
harm if they could hav'e been expressed in terms of a better 
measure of value. Standards of wages are expressed in terms 
of money : and since the real value of money changes from 
one decade to another, and fluctuates rapidly from year to 
year, rigid money standards cannot work out truly. It is 
difficult, if not impossible, to give them appropriate elasticity ; 
and that is a reason against extreme applications of tAe 
Common Kule, which must perforce use so rigid and imperfect 
an implement. 

** <£he urgency of this consideration is increased by the 
natural tendency of trade unions to press for a „ 

. . , .r t • • n Formal atan- 

rise 111 standard money wages during inflations darda of money 

of credit, which raise prices and lower the pur- foUowfluctiw- 

chasing .power of money for the time. At that tiona of credit 
.. , , . t closely enough. 

time employers may be willing to paj’ high wages, 
measured in real purchasing power and still higher wages in 
terms of money, even for labour that falls sbinewhat short of 
the standard of full normal efficiencj^ Thus men of but second- 
rate efficiency earn the high standard money wages, and makfl 
good their claim to be admitted as members of the unidii. 
But very soon* the inflation of credit subsides, and is followed 
by a depression ; prices fall, and the purchasing power of 
money rises ; the real value of labour falls, and its money value 
falls faster. The high standard of money wages, attained 
during the inflation, is now too high to leave a good margin 
of profits even on the work of fully efficient men ; and those, 
who are below the sbindurd of efficiency, are not worth the 
standard wages. This false standardization is not an unmixed 
evil to the efficient members of the trade ; for it tends to 
make their labour more in demand, just as does the com- 
pulsory idleness of elderly men. But it does so only by 


j 
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checking production, arid therefore checking the demand for 
the labour of othar branches of industry. ' The ntare suchi»l(' 
policy is persisted in by trade unions ^generally, the deeper 
and the more sustained is the injury caused to the national 
dividend ; and the less is the aggregate of employment at good 
wages throughout the country. 

In the long run every branch of industry would prosper 
All would gain exerted itself more strenuously to 

in the long run get up several standards of efficiency for labour, 
with corresponding standards for wages; and 
policy. were more quick to consent to some relaxation 

of a high standard of money wages when the crest of a wave 
of high prices, to which it was adapted, had passed 
Such adjustments are full of difficulty : hut progress towards 
them might he hastened if there were a more general and 
clear appreciation of the fact that high wages, gained by 
means that hinder production in any branch of industry, 
necessarily increase unemployment in other branches. For, 
indeed, the only effective remedy for unemployment a 
continuous adjustment of means to ends, in such way that 
credit can be based on the^ solid foundation of fairly accurate 
forecasts; and that reckless inflations of credit — the chief 
ccflise of all economic malaise — may be kept within narrower 
limits'. " 


1 No doubt it is true that in times of depi'essiou the disorganization of 
couBumption is a contributory cause to tbe continuance of the disorganization 
of credit and of production. But a remedy for it is not to be got by a study 
of consumption ; as has been recently alleged by some critics, who appear not 
to have penetrated below tlio surface of tbe question. No donbt there is good 
work to be done by a study of the influence of arbitrary changes in fashion on 
employment. But the main study needed is that of tbe organization of pro- 
duction and of credit. And, though economists bavo not yet succeeded in 
bringing that study to a successful issue, tbe cause of their failure lies in tbe 
profound obsenrity and ever changing form of tbe problem ; it does not lie in 
any inilifference on their part to its supremo importance. Sconomics from 
beginnhig to end is a stndy of the^mutual adjustments of consumption and 
ptodnetiou: when the one is nuder discassion, the other is never out of mind. 
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Thus Union policy as a whole is likely to be econoniifally 
-ir^cessful^rovidM Unionists as individuals and „ 

in their corporate capacity follow the dictates of sponubillty of 
morality directed by sound knowledge. Some "P*”*""' 

of the knowledge required is easily accessible : some is diiiicult ; 
and some, as has just been, indicated, is not to be attained 
fully even by the most careful study. But trade unions are 
deriving an ever-increasing assistance from public sympathy 
and public cjiticisro; and the more they cxteitd the spbgre 
of their undertakings bj' Federation and International alliances, 
the more dependent do they become on that sympathy and the 
more amenable to that criticism ; the larger the questions at 
^asuf^ the greater is the force of public opinion Public 
opinion, ba.serl on sound economicii and just morality, will, it 
may be hnperl. become eter more and more the arbiter of the 
conditiuiis of industry'. 

J Th? ttn'Dgth aiiA the re«|ioiisil«Utyof imhlie opiniiiii Bs rr'gimltfaoiiuSlnnt 
ileveinpmeat* of tn'le r<jn)biiuiti>j*>s of all kuids are iiittmmU lii giu wMreiis 
by yie present writer to the brotiomic Section of the Brititib AwMSdslIon, 
» bieb is repnlilisberl in the Sfati^tu of Jonrtial for hoenWO. And mamilhitiif 
further is said on the meaning of the pLiji'ie ''a fair rate of wagea" with 
special reference to ConcOiatiaa and Arinilration in an lutmlncfiim hy liiffl U> 
Mr Lk X. Priires Jodiotrial Pnue. g«e al'Mi blr Icon's InJuntrial Pfuee, 
Pent AsMejr's AJJnufmfnt of iraoe*. anil Pmf. Gilman’s Mflhadu of Indiuh^ 
Pfa •. The gewnl history el TTnierne is told in liar writfngs of Mr and lira 
ITAtirMr BoireltandMr Bans'tk, alsoin tl>eBo|*oi1a«f a Conmiitloi' of the 
Hatmuiill A^rutuin bjr liminoling tinrial ttroiveui IHfiO, and of tlio Reg's! 
Ccimimi^isumuaTrides ITmiesininX^Kfii-^. A gncit dial! of i^omialion hearing 
ea t&<»e ami other iiaesitums ducu'wol in this (Xbapler is pnhlished ty tho 
C(jmi[mi3fai<in.aiLla&uiir; aad.tbaf'ioaiM^rfhmttbetBAfmiaiiihoiityi^MoA 
from, the eoopeiniitioa of emp Isyecs and trade unian leadeta ot eusq^tiotMti 

aiTaiTliilij * ami^ 
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CHAPTER XV. 

PEOVISIONAl. CONCLOSIOHS AS TO THE POSSIBILITIES 
OF SOCIAL PBOORESS. 


§ 1. This study of Eistribution suggests that the social 
„ . , . and economic forces already at work are cliangin? 

Social nfortn •' bo 


needs ener^ 
and caution. 


the distribution of wealth for the better : 
they are persistent and increasing in strength j 
and that their influence is for the greater part cumulative ; 
that the socio-economic organism is more delicate and complex 
than at first sight appears; and that large ill-coa.siclered 
changes might result in. grave disaster. In particular it 
suggests that the assumption and ownership by government 
of all the means oJ^ production, even if brought about gra<Iually 
and slowly, as the more responsible “Collectivists" propose, 
might cut deeper into the routs of social prosperity than 
appears at first sight. 

Starting from the fact that the growth of the national 
dividend depends on the continued jirogress of 
and social invention and the accumulation of expensive 
co^ctiviam appliances for production; we are bound to re- 
flect that up to the present time nearly all of the 
innumerable inventions that have given us our command over 
nature have been mode by independent workers ; and that 
the contributions from Government officials all the world over 
have been relatively small. Further, nearly all tho costly 
appliances for production wfiich are now in collective owner- 
ship by national or local Governments, have been bought ivith 
resources borrowed mainly from the savings of business’ men 
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and other private individuals. Oligarchic governments have 
sdmetime#made great efforts to accumulatd collective wealth ; 
and it may be hoped> that in the coming time, foresight and 
patience will become the common property of the main body 
of the working classes. But, as things are, too great a risk 
would be involved by entrusting to a pure democracy the 
accumulation of the resources needed for acquiring yet further 
command over nature. 

There is therefore strong prinid /ode cause for fear^g 
that the collective ownership of the means of production, 
would deaden the energies of mankind, and arrest economic 
progress, unless before its introduction the whole people had 
TtcJJifred a power of unselfish devotion to the public good 
which is now relatively rare ; and, though this matter cannot 
be entered upon here, it might probably destroy much that 
is most beautiful and joyful in the private and domestic 
relatioits of life. These are the main reasons which cause 
patient students of economics generally to anticipate little 
goOd and much evil from schemes for sydden and violent 
reoiganization of the economic, soyial and political conditions 
of life. 

Further, we are bound to reflect that the distribution of 
the national dhudend, though bad, is not nearly 
as IkuI as is commonly supposed. In fact there inequaiiUea of 
ai« many artisan households in England, and exag. 
even more in the United States in spite of the Berated, 
colossal fortunes that are found there, wliich would lose by 
an equal distribution of the national income. Therefore the 
fortunes of the masses of the people, though they would of 
course he greatly improved for the lime by the removal of all 
inequalities, would not be raised even temporarily at all near 
to the level which is assigned to them in socialistic anticipa- 
tiom of a Gulden Age*. * 

1 'yie anniial incunie of tlie 4^,000,000 people in tbo Utjited Kingclom 
appears to aanoimt to £1,700,000^^ or a little more. How many leading 
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But this cautious attitude does not imply acquiescence in 
but they are pAscnt inequalities of wealth. TKb drift ^ 

needlessly economic Science during many generations lias 
been with increasing force towards the belief 
that there is no real necessity, and therefore no moral justifi- 
cation for extreme poverty aide by side with great wealth. 
The inequalities of wealth though less than they are often 
represented to he, are a serious flaw in our economic organisai- 
tioii. Any dimiitutioii of them which can he attained hy 
means that would not sap the springs of free initiative and 
strength of character, and would not therefore materially 
check the growth of the national dividend, would seem to lie 
a clear social gain. Though arithmetic warns us tliat itt*' 
impossible to raise all earnings beyond the level already 
reached hy specially well-toAo artisan families, it is certainly 
desirable that those who are below that level should be raised, 
even at the expense of lowering in some degree those who nns 
above it. 

§ 2, Prompt ^,^tion is needed in regard to tlje large. 
The excep though it mayjbe hoped, now steadily diminishing, 
tional case of “ Residuum ” of persons who are physically, nien- 
the Reeiduum. qp morally incapable of doing a gowl day’s 

“Work with which to earn a good day’s wage. This clas,s 
perhaps includes some others beside those who aro absolutely 
“unemployable.” But it is a class that needs exceptional 
treatment. The system of economic freedom is probably the 
best from 1>oth a moral and material point of view for those 
who are in fairly good hea,lth of mind and body. But the 


artisans earn about £1200 a year; and Uiere are a vast nnniber of artisan 
hoas^uSii^s ifi vbicb f/fOF or meiabws arc earning iacotneHratigiug 

from 184. to iOv. a weeb. The expendiiore ei these households is on os large, 
if not a larger scale, than would possible if the total ixieoine were divided 
out equally, so as to yield aboot onnually a bead. This fact is noted 
in an article on **The social possibilities of economic chivalry’* in the 
Economic JounuU for March 1907, wbeve several of the auggeatious made 
in the present chapter are ffltiJier defeloped. * 
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!^sicluuni cannot ^tum it to good account : and if they are 
altA'n'ed td* bring up children in their otm pattern, then 
Anglo-fSaxon freedom const work badly through them on the 
coming generation. It would be lietter for them and much 
better for the nation that they should come under a paternal 
discipline something like that which prevails in Germqpy'. 

The evil to be dealt with is so urgent that strong 
measure.s against it are eagerly to be desired. ^ ^ 

And the proposal that a minimum wage should and the diaw 
be fixed b}- authority of Government below prop**ai*ror*a 
which no man may work, and another below minimum 
which no woman may work, has claimed the 
^fJeURon of students for a long while. If it could be made 
effective, its benefits would be so great that it might be gladly 
accepted, in spite of tlie fear that it would lead to malingering 
and Slime other abuses; and that it would be used as a 
leverage* for pressing for a rigid artificial standard of wages, 
in cases in which there was no exceptional justification for 
it. *But, though great improvements in tjje details of the 
scheme have been made recently, ^nd especially in the last 
two or three years, its central difficulties do not appear to 

^ A heginuiiig might li« niiule uitb a hroailcr, more educative and mo4e 
generous admuiislratio]] of public aid to the heiidess. The difficulty of dis- 
crimiiiation vould need to he faced: and in facing it local and central 
anthorities would obtain much of the iiifonuation needed for gniding, and in 
c-itreme cases for controliing, thoco who are weak and especially those whose 
Mcaknfss is a source of g!a\edangertu the coming generation. Elderlypeople 
might be helped with a chief regard to economy aiul to their personal incliua- 
liuus. But the case of those, who are re->pouMhIc for young children, would 
call for a greater expenditure of public fuiuls, and a more strict suhordiiiatiou 
of personal freedom to public necessity. The most urgent among the first steps 
towards cansing the Besiduum to cease from the laud, is to insist on regular 
school attendance in decent clothing, and witli hoiUcs clean and fairly well fed. 
In case of failure the parents shonld be warned and advised: os a last resource 
the homes might he closed or regulated with some limitation of tlie freedom of 
the parents. The expense would be great t* hut there is no other so urgent need 
fur hold expenditure. It wnuid remove the great canker Uiat infects the whole 
body of the nation: and when tlie work was done the resourees tliat had l)(>eu 
ahsurhdcl by it would he free for some more pleasant hut less pressing social duty. 
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have been fairly faced. There ia acarcely^ any experience to 
guide us except that of Australasia, where ever 3 ^inhabit(lht 
is part owner of a vast landed property;,; and which has been 
recently peopled by men and women in full strength and 
health. And such experience is of hut little use in regard to 
a pgople whose vitality has been impaired by the old Poor 
Law, and the old Corn Laws, and the misuses of the Factory 
system, when its dangers were not yet understood. A scheme, 
tjjat has any claim to be ready for practical adoption, must be 
based on statistical estimates of the numbers of those wlio 
under it would be forced to seek the aid of the State, because 
their work was not worth the minimum wage; with special 
reference to the question how many of these mighb*^ia!tft 
supported life fairly well if it had been possible to work with 
nature, and to adjust in many coses the minimum wage to the 
family, instead of to the individual*. 

§ 3. Turning then to those workers who have fairly good 
People fit <w>d physical stamina, it may be estimated 

only for un. rou^hly that those who are capable only of rtfthcr 
wrerelatlveiy **n.skilled work Constitute about a fourth of the 
diminishing in population. And those who, though fit for tlie 
lower kinds of skilled work are neither fit for 
Highly skilled work, nor able to not wisely ond promptly in 
responsible positions, constitute about another fourth. If 
similar estimates had been made in England a century ago, 
the proportions would have been very different : more than a 
half would have been found unfit for any skilled labour at all, 

^ Tliis ]as& confiidei'aiioii seems to 2iave been pushed on one side Lii^cly 
under the influence of a faulty analysis of the naturo of “parasitic’* work and 
of its influence on wages. Tlie family is, in the main, a single unit as reganls 
geographical migration; and therefore the wages of men are relatively high, 
and those of women and childi'en low where heavy iron or other industries 
p)*cpouderate, while in some other districts less than half the money income of 
the family is earned by the father, and men’s wages are relatively low. Tliis 
natural adjustment is socially beneficial; and rigid national rules as to 
minimum wages for men and for women, ivhicb ignore or oppose il^ are to 
be deprecated. 
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beyond the ordinary routine of agriAilture j and perliaps less 
bhan a ^tli part would have been fit fflr highly skilled or 
responsible work ; f»r the education of the people was not 
then recognized as a national duty and a national economy- 
If this had been the only change the urgent demand for 
unskilled labour would have compelled employers to pay^for it 
nearly the same wage as for skilled : the wages for skilled 
labour would have fallen a little and those for unskilled would 
have risen, until the two had nearly met. ^ 

Even as it is, something like this has happened : the wages 
of unskilled labour have risen faster than those 
of any other class, faster even than those of mandiTormany 
fflSIftd labour. And this movement towards the 

, . , . , , , , , skilled labour. 

equalization of earnings would have gone much 
faster, had not the work of purely unskilled labour been mean- 
while continually annexed by automatic and other machinery; 
so tha* there is less wholly unskilled work to bo done now 
than formerly. It is true that some kinds of w’ork, which 
tiilditionally belong to skilled artisans, require now less skill 
than formerly. But, on the other hand, the so-called “un- 
skilled ” labourer has now often to handle appliances too 
subtle and expeasive to have been safely entrusted to the 
oi-dinary English labourer a centuiy ago, or to any people* at^ 
all in some iJackward countries now'. 

Thus ineclianical progress is a chief cause of the great 
difTerences that still exist between the earnings of different 
kinds of labour; and tliis may seem at first sight a severe 
indictment : but it is not If mechanical progress had been 
much slower the real wages of unskilled labour would have 
been lower than they are now, not higher : for the growth of 
the national dividend would have been so much checked that 
even the skilled workers would generally have had to content 
themselves with less real purchi&ing power for an hour’s work 
than the Crf. of tiie London bricklayer’s labourer : and the un- 
skilihd labourers’ w'ages would of couQ>e have been lower still. 
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We have then to strive to keep mechc^ical progress in 
The chief s^fing, in spite of its narrowing tlflfe demaiftl 

remedy ie to for unskilled labour ; but tc- diminish the supply 
childm of* * of labour incapable of any but unskilled work so 
Wgher'work”* average income of the country may 

then ti}Bt of rise faster even than in the past, and the share 
their parents, Unskilled labourer may rise 

faster still To that end we need to move in the same dii-ec- 
tioo OS in recent 3'ears, but more strenuously. Education 
must be made more thorough. The schoolmaster must learn 
that his main duty is not to impart knowledge, for a few 
shillings will buy more printed knowledge than a man’s brain 
can hold. It is to educate character, faculties and activl^f^^^ 
so that the children even of those parents who are not 
thoughtful themselves, may have a better chance of being 
trained up to become thoughtful parents of the next genera- 
tion. To this end public money must flow freely. ‘And it 
must flow freelj’ to provide fresh air and space for wholesome 
play for the chijdrgn in all working class quarters’, • 

Thus the State seems}, to be required to contribute 
generously and even lavishly to that side of the well-being of 
the poorer working class which they cannot easily provide for 
Jihemselves: and at the same time to insist that the inside of 
the houses be kept clean, and fit for those who will be needed 
in after years to act as strong and responsible citizens. Tlie 
compulsory standard of cubic feet of air per head needs to 
be raised steadily though not violently : and this combined 
with a regulation that no row of higli buildings he erected 
without adequate free space in front and behind, will hasten 
the movement, already in progress, of the working classes 
from the central districts of large towns, to places in which 
freer playroom is possible. Meanwhile public aid and control 

^ It is urged in Prindplea, iiftU ^tion^ A^vendix G» 8, 9| that the health 
Uie working (dasses, and especiallj of their childi'en, has a first claitn on 
rates levied on that special value of urban land which is caused tlie 
concentration of population. * 
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ia medical and styiitary matters will V'ork in another direc- 
tion to le^en the weight that has hitherto pressed on the 
children of the poore* classes. 

The children of unskilled workers need to be made capable 
of earning the wages of skilled work . and the children of 
skilled worker's need by similar means to be made capibjp of 
doing still more responsible work. They will not gain much, 
they are indeed more likely to lose, by pushing themselves 
into the ranks of the lower middle class ; for, as has already 
been observed, the mere power of writing and keeping 
accounts belongs really to a lower grade than skilled manual 
work ; and has ranked above it in past times, merely because 
'popflfRr education had been neglected. 

The lqi)ver middle ranks are overcrowded as badly as are 

the lower ranks of manual labour, both skilled Material pro- 

and unskilled. But there is plenty of room in Btesa mainly 
1 1 » , . , 1 . depends on the 

the upper ranks of the artisans; and there is constructive 

abundant room for new comers in the upper 
ran^s of the middle class. It is to the activity and resource 
of the leading minds in this clajs that most of those in- 
ventions and improvements are due, which enable the working 
man of to-day to have comforts and luxuries that were rare or 
unknown even among the richest of a few generations ago : 
and without which indeed England could not supply her 
present population with a sufficiency even of common food. 
There is often a social loss as well as a social gain when the 
children of any grade press into the grade above them. But 
it is an almost unmixed gain that children of the lowest class 
should move upwards. And it is a vast and wholly unmixed 
gain when the children of any class press within the relatively 
small charmed circle of those who create new ideas, and who 
embody those new ideas in solid constructions. Their profits 
are sometimes large : but taking one with another they have 
probably earned for the world a hundred times or more as 
much as they^have earned for themSfelves. 
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It is true that man^ of the largest forjjunes are made by 
speculation rathef than by truly constructive work*? and much 
of this speculation is associated with aati-social strategy, and 
even with evil manipulation of the sources from which 
ordinary investors derive their guidance. A remedy is not 
easy^ and may never be perfect. Hasty attempts to control 
speculation by simple enactments have invariably proved 
either futile or mischievous : but this is one of those matters 
ii^ which the rapidly increasing force of economic studies may 
bo expected to render great service to the world in the course 
of this century. 

In many other ways evil may be lessened by a wider under- 
standing of the social possibilities of ecdnSmrc 
pojgfbiiities chivalry. A devotion to public well-being on the 
part of the rich may do much, as enlightenment 
spreads, to help the tax-gatherer in turning the 
resources of the rich to high account in the serviefi of the 
poor, and may remove the worst evils of poverty from the 
land. . * 

§ 4. The inequalities pf wealth, and especially the very 


It ia easier to 
work well than 
to*Yise wealth 
well, and 
much easier 
than to use 
leisure well. 


low earnings of the poorest classes, have been 
discussed with reference to their effects in 
dwarfing activities os well as in curtailing the 
satisfaction of wants. But here, as everywhere, 
the economist is brought up against the fact 
that the power of rightly using such income 


and opportunities, aa a family has, is in itself wealth of the 
highest order, and of a kind that is rare in all classes. 


Perhaps jEl 00,000,000 annually are spent even by the 
working classes, and £400,000,000 by the rest of the popu- 
lation of England, in ways that do little or nothing towards 
making life nobler or truly happier. And, though it is true 
that a shortening of the houra of labour would in many cases 
lessen the national dividend and lower wages ; yet it would 
probably be well that most people should work rather less; 
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provided that the coiiseqvient loss cC material income could 
t* met exclusively by the abandonment by all classes of the 
least 'worthy method^ of consumption; and they could learn 
to spend leisure ■well. 

But unfortunately huniau luilure improves slowly, and in 
nothing more slowly than in the hard task of learning to use 
leisure well. In every age, in every nation, and in 'every 
rank of society, those who have fcriown how to work well, 
have been far more numerous than those who have known 
how to use leisure well. But on the other hand it is dJily 
through freedom to use leisure as they will, that people can 
learn to use leisure well ; and no class of manual workers, 
4i4ta»are devoid of leisure, can have much self-respect and 
became full citizens. Some time free from the fatigue of 
work that tires ■without educating, is a necessary condition 
of a high standard of life. 

In<this, as in all similar cases, it is the young whose 
faculties and activities are of the highest im- , , , _ 

poftance both to the moralist and the economist, interest of the 
The most impei-ative duty of this geueiutioh is to 
provide for the young sucli opportunities as will both develop 
their higher nature, and make them efficient producers. And 
an essential condition to this end is long-continued freedom 
from mechabical toil; together with abundant leisure for 
school and for such kinds of plaj' as strengthen and develop 
the character. 

Even if we took account only of the injury done to the 
rising generation by living in homes in which the father and 
the mother lead joyless lives, it would bo in tho interest of 
society to afford some relief to them also. Able workers and 
good citizens are not likely to come from homes from which 
the mother is absent during a great part of the day, nor from 
homes to which the father seldom returns till his children 


are asleep. And therefore the individuals immediately con- 
cerned, and society as a whole, have^ a direct interest in the 
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Hindrances 
to industrial 
adjustsient. 


curtailment of extravagbitly long, hours of duty away from 
home, even for miperal-traiu-guards and others, wAiose woak 
is not in itself very hard. ^ 

§ 5. In discussing the difficulty of adjusting the supply 
of industrial skill of various kinds to the demand 
for it, attention was called to the fact that the 
adjustment could not be nearly accurate, because 
the methods of industry change rapidly, and the skill of a 
worker needs to be used for some forty or even lift}' years 
afffir he has set himself to acquire it‘. The difficulties which 
we have just discussed turn largely on the long life of in- 
herited habits and tones of thought and feeling. If the 
organization of our joint-stock companies, of our railwa^kusr*' 
our canals is bad, we can set it right in a decade or two. But 
those elements of human nature which have been developed 
during centuries of war and violence, and of sordid and gi-oss 
pleasures, cannot be greatly changed in the course of a, single 
generation. 

Now, as always, noble and eager schemers fur the •re- 
organization of society have painted beautiful 
pictures of life* as it might be under institutions 
which their imagination constructs easily. But 
it is an irresponsible imagination, in that it 
proceeds on the suppressed assumption that 
human nature will, under the new institutions, 
quickly undergo changes such as cannot reasonably be ex- 
pected in the course of a century, even under favourable 
conditions. If hmnan nature could be thus ideally trans- 
formed, economic chivalry would dominate life even under 
the existing institutions of private property. And private 
property, the necessity for which no doubt reaches no deeper 
than the qualities of human nature, would become harmless 
at the same time that it beoame unnecessary. 


Ifhuman 
nature could 
be ideally 
tranaforoied 
pri^te pro* 
jper^ would be 
unnecessary 
and harmless. 


1 ^ above VL y. 1, 2. 
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There is then need to guard a^inst the temptation to 
cjrerstate Ahe ecohomic evils of our own agp, and 
to ignore the existence of similar and worse evils n,*’eitreme ** 
in earlier ages : even though some exaggeration impatience as 

„ , , . . , , 11 well as in ex- 

may for the time stimulate others, as well as treme patience 

ourselves, to a more intense resolve that the 

present evils shall no longer be allowed to exist. * 

But it is not leas wrong, and generally' it is much more 

foolish, to palter with truth for a good than for a selfish 

cause. And the pessimist descriptions of our own age, ciSm- 

bined with romantic exaggerations of the happiness of past 

ages, must tend to the setting aside of methods of progress, 

Adawvork of which if slow is yet solid; and to the hasty 

adoption of others of greater promise, but which resemble the 

potent medicines of a charlatan, and while quickly effecting 

a little good, sow the seeds of widespread and lasting decay. 

This impatient insincerity is an evil only less great than that 

moral torpor which can endure that we, with our modern 

reaources and knowledge, should look on contentedly at the 

continued destruction of all that is worth lifiving in multitudes 

of human lives, and solace oursefves with the reflection that 

anyhow the evils of our own age are less than those of the 

past. • 

And now we must conclude this part of our study. We 
have reached very few practical conclusions; because it is 
generally necessary to look at the wliole of the economic, to 
say nothing of the moral and other aspects of a practical 
problem before attempting to deal with it at all : and in real 
life nearly every economic issue depends, more or less directly, 
on some complex actions and reactions of credit, of foreign 
trade, and of modem developments of combination and 
monopoly. But the ground which we have traversed in 
Books V. and VI. is, in some respects, the most difficult 
of the whole province of economics; and it commands, and 
gives access to, that which lies yet ^before us. 
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§ 1, It is the business of economies, as of almost every other 
science, to collect facts, to arrange and interpret them, and to draw 
inferences from them. All the devices for the discovery of the rehtt i ' til ff ' 
between cause and effect, which are described in treatises 
scientific method, have to be used in their turn by the 
separable. ' economist : there is not any one method of investigation 
which can properly be called the mdlhod of economics; 
but every method must be made serviceable in its proper place, either 
singly or in combination with others. And as the number of combina- 
tions that can be made on the chess-board is so great that probablyuio 
two games exactly alike were ever played ; so no two games which the 
student plays with nature to waest from her her hidden truths, which 
were worth playing at all, ever made use of quite the same methods 
in quite the same way. 

Uut in some branches of economic inquiry and for some purposes, it 
u more urgent to ascertain new facts, than to trouble ouujelves with the 
explanations of those which we already have. While in other branches 
there is still much uncertainty as to whether those causes of any event, 
which lie on the surface and suggest themselves at first, are both true 
causes of it and the only causes of it ; and in these branches it is even 
more urgently needed to scrutinize our reasonings about facts which we 
already know, than to seek for more facts. 

G^e reasoning from particular facts to general principles is called 
induction ; the reasoning from general principles to particular facts is 
called deduction. Prof. SchmoUer, an eminent German historian and 
economist, says well: “Induction and deduction are both needed for 
scientific thought as the right and^eft foot are both needed for walking. 
...They rest on the same tendencies, the some beliefs, the same needs d 


> See above, p sa 
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§ 2. There is however no^cope in ecynomics for long chains of 
deductive r^oning f that is for chains in which each link is supported, 
wholly or mainly, by that which went before, and without 
obtaining further suppor'i and guidanoe from observation chains 

and the direct study of real life. Such chains can be no"proflt'^e. 
made in astronomy and in some other branches of 
physical science, in which the character and strength of all the chief 
causes at work are known so exactly that we can predict beforehand 
the effect of each singly, and thence infer the combined effect of all. 
But it cannot be done as yet in chemistry ; for we cannot be quite sure 
how a new combination of chemical elements will work until we have 
tried. And when drugs are used medicinally, it is often found that ^ey 
affect different people in different ways : it is not always safe to give a 
large dose of a new drug to one patient, trusting to the fact that it has 
_ worked well in an apparently similar case. And economics has as various 
aScP^IScertain a subject-matter to deal with as has medical soience. 

Thus if we look at the history of such strictly economic relations as 
those of credit and banking, of trade-unionism or co-operation, we 
find that modes of working, that have been generally snccessfnl at 
some times and places, have uniformly failed at others. The difference 
may sometimes bo explained simply as the result of variations in general 
enlightenment, or of moral strength of character and habits of mutual 
truft ; but sometimes the explanation is more difficult. 

§ 3. On the other hand, there is need at every stage for analysis, 
that is, for taking to pieces each complek part and studying the relations 
of the several parts to one another and to the whole : Explanation ot 
and in doing this we are constantly making inferences, observed facts 
that is, short steps of reasoning both inductive and involves 
deductive. The process is substantially the same whether ”“°”‘ne* 
we are explaining what has happened or predicting what is likely to 
happen. Explanation and prediction are really the some mental 
operation ; though they are worked in opposite directions, the one from 
effect to cause, the other from cause to effect. 

Observation may tell us that one event hax>pened with or after 
another, but only by the aid of analysis and reason can we decide 
whether one was the cause of the other, and if we reason hastily we ore 
likely to reason wrong. Wider experience, more careful inquiry, may 
show that the causes to which the event is attributed could not have 
produced it unaided ; perhaps even that they hindered the event, which 
was brought about in spite of tbem'by other causes that have escaped 
notice. 

IfAve are dealing with the facts of remotq times we must allow for the 
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changes that have meanvhil# come over ihe whole ofaatacter of economic 
life : however closely ^a problem of to-day may resemble iiyts outw^d 
incidents another recorded in history, it is probable that a thorongh 
scientific examination will detect a fandamentai difierence between their 
real chaiaeters. Till this examination has been made, no valid argn- 
ment can be drawn from one case to the other, 

§ 4. The part which systematic scientific reasoning plays in the 
prodnstion of knowledge resembles that which machinery plays in the 
_ production of goods. For when the same operation has 

observations to be performed over and over agam in the same way, 

on the nature it generally pays to make a machine to do the work; 

^dlianomic where there is so mhoE changing variety of detail 

that it is nnpr ofitable to use machines the goo^ must be 
made by hand. Similarly in knowledge, when there aranny processes of 
inveetigation or reasoning 1& which tne same land of work has to be done 
over and over again in the same kind of way, then it is worth wEiie'’to 
reduce the processes to system, to organize methods of reasoning and to 
formulate general Laws. 

It is true that there is so mnch variety in economic problems, 
eoonomio causes are intermingled with others in so many different ways, 
that exact scientific reasoning vrill seldom bring ns very far on the way 
to the oondusion for which we are seeking. But it would be foolish to 
refuse to avail ourselveB of its aid, ao fax as it will reach : — just as fodfisb 
as would be the opposite extreme of supposing that science alone can 
do all the work, and that nothfiig will remain to be done by practical 
instinct and trained common sense. 

^atural instinot will select rapidly and combine justly considerations 
^hicb are relevant to the issue in hand ; but it will select chiefly from 
those which are familiar ; it will seldom lead a man far b^ow the surface, 
or far beyond the limits of his personal experienoe. And we shall find 
that in economics, neither those effects of known oansea, nor those causes 
of known effects which are most patent, are generally the most important. 
“That which is not seen” is often better worth studying than that 
“ which is seen.” Especially is this the ease when we ore trying to go 
behind the immediate causes of events and trying to disoover the 
causes of those causes {eautie eamantei). 

fi'lt is sometimes said that physical laws are more universally true and 
less changeable than eoonomio laws. It would be better to say that an 


economic law is often applicable only to a very narrow range of oiroum- 
stanees which may exist together at one particular place and time, but 
which quickly pass away. When they are gone, the law, though still true 
as an abstract proposition, h^s no longer any praotioal bearing ; bAiause 
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the particular set of causes \rilh which it d^ls are nowhere to he found 
acting tog^her without important disturbance^ from other causes. 
/iSough economic reasoning is of wide application, we cannot insist too 
(urgently that every age tmd every country has its own problems ; and 
/that every change in social conditions is likely to require a new develop- 
I ment of economic do ctrin es. 

It isTrue also that human eflort may alter the conditions under whidi 
]>eople live, and their characters, and thus may affect the economih laws 
that will be valid in the next generation. It may for instance destroy 
the conditions under which the moat helpless of. our match-box makers 
have been formed ; in the same way as it has substitnted sheep whose 
law of life it is to mature early, for the older breeds which did not attain 
nearly to their full weight tiU their third year. 

The “normal” conditions with which economics deals are constantly 
^ being c hanged, partly through the unconscious influence of general social 
^IglSss, partly through conscious and deliberate endeavour. And while 
with advancing knowledge we are constantly finding that economic 
analysis and general reasoning have wider and wider applications, and 
are learning in unexpected ways to see the One in the Many and the 
Many in the One ; we are also getting to understand more fully how 
every age and every country has its own problems, and how every change 
in social conditions is likely to require a new development of economic 
doctrines. 
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Consumers' 
surplus In 
relation to the 
demand of an 
individual. 


§1. The benefit, which a person gets from pnichasing at a lo w 
price thincB tr bich he would rather pay a hiRh price for than go without , 
has already be en called hia eonaumera’ snrplng. Onr aim notv is tiii i i i^ ' 
the notion of conaumerB' surplus as an aid in estimating roughly some 
of the benefits which a person derives from his environment or his 
conjuncture. 

In order to give definiteness to our notions, let us consider the case of 
tea purchased for domestic consumption. Let us take the cosevf a man 
who, if the price of tea were 20t. a pound, would just be 
induced to buy one pound annually ; who would ^ust 
be induced to buy two pounds if the price were 14»., 
three pounds ifdhe price were IDs., four pounds if the 
price were 6«., five pounds if the price were 4«., six pounds 
if the price were 8a., and who, the price being actually 2a., does purchase 
sefhn pounds. We have to investigate the consumers’ surplus which he 
derives from hia power of purchasing tea at 2a, a pound. * 

The fact that he would just be induced to purchase one pound if the 
price were 20a., proves that the total enjoyment or satisfaction which he 
derives from that pound is as great as that which he could obtain by 
spending 20a, on other things. When the price falls to 14a., he could, if 
he chose,, continue to buy only one pound. He would then get for 14a. 
what was worth to him at least 20a. ; and he will obtain a surplus satis- 
faction worth to him at least 6s., or in other words a consumers’ surplus 
of at least 6a. But in fact he buys a second pound of his own free choice, 
thus showing that he regards it as worth to him at least 14a. He obtains 
for 28a. what is worth to him at least 20a. + 14a.; i.e. 34a. Hia surplus 
satisfaction is at all events not diminished by buying it, but remains 
worth at least 6a. to him. The total utility of the two pounds is worth 
at least 34a., his consumers’ surplos is at least 6a. The fact thai each 
additional purchase reacts dh the utility of the purchase^ which he had 
1 Sea above, p. 80, 
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pTevionsljr decided niaiie, luvs alreadtj ift^H alloirfd /or, and must not be 
Haunted a steond time. * 

WlieD the price fall^ to lOx., be might, if be chose, continue to hoy 
only two pounds ; and obtain for 20e. irhat was worth to him at least 
34s., and derive a surplus satisfaction worth at least 14s. But in fact he 
prefers to buy a third pound : and as he does this freely, we hnow that 
he does not diminish his surplus satisfaction by doing it. He npw gets 
for 30s. three pounds ; of which tlie first is worth to him at least 90t., 
the second at least 14s., and the third at least lOs. The total utility of 
the three is worth at least 44it., his consumers’ surplus is at least 14s., 
and so on. * 

'When at last the price has fallen to ‘is. he buj'S seven pounds, whidh 
are severally worth to him not less than 20, 14, 10, 6, 4, 3, and 2s. or 
69s. in all. This sum measures their total utility to him, and his 
eMUaianers’ surplus is (at least) the excess of this sum over the 14s. 
he actually does pay for them, i.e. 46s. This is the excess value of the 
satisfaction he gets from baying the tea over that which he could have 
got by spending the 14s. in extending a little his purchase of other 
commodities, of which he had just not thought it worth while to buy 
more ab their current prices; and any fhrther purcliases of which at 
those prices would not yield him any consumers' surplus.! other 
wi^pda, he derives this 463. worth of surplus enjoyment from his oon. 
joncture, from the adaptation of the environment to bis wants in the 
particular matter of tea. If that adaptation ceased, and tea could not 
be bad at any price, he would liave incurred a loss of satisfaction at least 
equal to that which he could have got by spending 453. more on extra 
supplies of things that were worth to him only just what he paieffor 
them. • 

The first pound was probably worth to him more than 203. All that 
we know is that it was not wortit less to him. He probably got some 
small surplus even on that. Again, the second pound was probably 
worth more than 143. to him. All that we know is that it was worth at 
least 148. and not worth 203. to him. He would get therefore at this 
stage a surplus satisfaction of at least Os., probably a little more. 

The significance of the condition that he buys tlie second pound of 
his own free choice is shown by the consideration that if the price of 143. 
had been offered to him on the condition that he took two ponnds, he 
would then have to elect between taking one pound for 20s. or two 
pounds for 233. : and then his taking* two pounds would not have proved 
that he thought the second pound worth more than 83. to him. But as it 
is, betakes a second pound paying 143. unconditionally for it; and that 
proves that it ij worth at least 143. to him. * 
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It is sometimes objected that as he incxeases.his purchases, the 
nxgenoy of his need fsr his earlier purchases is diminished^ and thefer 
utility falls; therefore ve ought to continually Redraw the earlier parts 
of our list of demand prices at a lower level, as we pass along it towards 
lower prices (i,e. to redraw at a lower level our demand curve as we pass 
along it to the right). But this misconceives the plan on which the list 
of pri(jps is made out. The objection would have been valid, if the 
demand price set against each number of pounds of tea represented the 
average utility of that number. Eor it is true that, if he would pay just 
20s. for one pound, and just 14s. for a second, then he would pay just 
SisMot the two ; i.e. 17s. each on the average. And it our list had had 
reference to the average prices he would pay, and had set 17s. against the 
second pound ; then no doubt we should have had to redraw the list ns 
we passed on. Por when he has bought a third pound the average utility 
to him of each of the three will be less than that of 17s. ; being to fuSP 
14s. 8d. if, as we go on to assume, he would pay just 10s. for a third 
pound. But this difficulty is entirely avoided on the plan of making out 
demand prices which is here adopted; according to which his second 
pound is credited, not with the 17s. which represents the average value 
per pound of the two pounds ; bnt with the 14s., which represents the 
additional utility which a second pound has for him. For that remains 
unchanged when he has bought a third pound, of which the additicval 
utility is measured by «0s. * 

S 2, We may now pass fromt the demand of an individual to that 
of a market. If we neglect for the moment the fact that the same 
sum of money represents different amounts of pleasure 
a mSkrtr” ” different people, we may measure the surplus satisfac- 
tion which the sale of tea affords, say, tn the London 
market, by the aggregate of the sums by which the prices shown in a 
complete list of demand prices for tea exceeds its selling price. 

Let ns then consider the demand curve VD' for tea in any large 
market. 


^ Again It has been objected:— "Of what avail is It to say tliat the utility of an 
Income of (say) £100 a year Is worth (eay) £1000 a year? " There would be no avail In 
saying that. But there might be use, when oompaiing life in Central Africa with life in 
England, In saying that, though the things which money will buy In Central Africa may 
on the average be as cheap there as here, yet there are so many things which cannot be 
bought there at all, that a person with a thousand a year there Is not eo well off sa a 
person with three or four hundred a year hpre. If a man pays Id. toll on a bridge, which 
saves him an additional drive that would cost a shilling, we do not say that the penny 
Is worth a shilling, but that the penny together with the advantage offered him by the 
bridge (the part It plays In his conjuncture) is worth a shilling for that day. IV^e the 
bridge swept away on a day on vgilch he needed It, he would be in at least as bod 
a position as If he had been deprived of eleven pence, 
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Let OK be the amount whicli'ia 8old tbeitt at the price KA annually, 
a year being taken aa our unit of time. Taking 
any point K. in OK let ua draw MP vertieally 
upwarda to meet the curve in P and eut a 
horizontal line through A in K. We will 
Buppoae the several lbs. numbered in the order 
of the eagemeaa of the several purchasera: 
the eagerness of the purohaaer of any lb. being 
measured by the price he ia just willing to pay 
for that lb. The figure informs us that OM 
can be sold at the price PM ; but that at any 
higher price not quite so many lbs. can be 
sold. There must be then some individual who will buy more at the 
price PM, than he will at any higher price ; and we are to regard the 
aa sold to this individual. Suppose for instance that PM 
represents 4>., and that OJlf represents a million lbs. The purchaser 
described above is just willing to buy his fifth lb. of tea at the price 4s., 
and the Oilfth or millionth lb. may be said to be sold to him. If AK and 
therefore RM represent 2s., the consumers’ surplus derived firom the 
OJfth lb. js the excess ot PM or 4s. whioh the purohaaer of that lb. would 
have been willing to pay fox it over RM the Ss. whioh he actually does 
pay^for it. Let us suppose that a very thin vertical parallelogram is 
drawn of which the height is PM and of which t^e base is the distance 
along Ox that measures the single unit or lb. of tea. It will be con. 
venient henceforward to regard price as measured not by a mathematical 
straight line without thickness, as PM ; but by a very thin parallelogram, 
or as it may be called a thick straight line, of which the breadtbjis 
in every case equal to the distance along Ox which measures a unit or lb.' 
of tea. Thus we should say that the total satisfaction derived from the 
OMth lb. of tea is represented (or, on the assumption made in the last 
paragraph above is measured) by the thick straight line MP ; that the 
price paid for this lb. is represented by the thick straight line MR and 
the consumers’ surplus derived from this lb. by the thick straight line JiP. 
Now let us suppose that such thin parallelograms, or thick straight lines, 
are drawn for all positions of M between O and K, one for each lb. of tea. 
The thick straight lines thus drawn, as MP is, from Ox up to the demand 
curve will each represent the aggregate of the satisfaction derived from a lb. 
of tea; and taken together thus occupy and exactly fill up the whole area 
DOKA. Therefore we may say thsj the area DOKA represents the 
aggregate of the satisfaction derived from the consumption of tea. 
Again^ each of the straight lines drawn, as MR is, from Ox upwarda as 
far BH AC represents the price that actually is paid for a lb. of tea. 
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These straight lines togetlilr mshe np'the area GOHA ; and therefore 
this area represents 4he total price paid for tea. ' Finalljiteach of ^he 
straight lines drawn as RP is from AG upwards as far as the demand 
curve, represents tlie consumers’ surplus derived from the corresponding 
lb. of tea. These straight lines together make lip the area DGA ; and 
therefore this area represents the total consumers* surplus that is derived 
from tea when the price is AB. But it must he repeated that this 
geometrical measurement is only an aggregate of the measures of benefits 
which are not all measured on the same scale except on the assumption 
just made above. Unless that assumption is made the area only 
represents an aggregate of satisfactions, the several amounts of which 
are not exactly measured. On that assumption only, its area measures 
the volume of the total net satisfaction derived from the tea by its 
various purchasers. 

We cannot guess at all accurately how much of anything^gjgyi^ 
would buy at prices very different from those which they are accustomed 
to pay for it: or iu other words, what the demand prices for it would 
be for amounts very different from those which are commonly sold. 
Our list of demand prices is therefore highly conjectural except in the 
neighbourhood of the customary price; and the best estimatgg we can 
form of the whole amount of the utility of anything are liable to large 
error. Bnt this difficulty is not important practically. For the chief 
applications of the ^trine of consumers’ surplus are concerned with 
such changes in it as would accompany changes in the price of the 
commodity in question in the neighbourhood of the customary price: 
that is, they require us to use only that information with which we 
ans fairly well supplied. These remarks apply with special force to 
* necessaries. . 

Again, for some purposes such things as tea and coffee must be 
grouped together as one commodity; and it is obvious that, if tea were 
inaccessible, people would increase their consumption of coffee, and 
vice versa. The loss that people would suffer from being deprived 
both of tea and coffee would be gieaier than the sum of their losses 
from being deprived of either alone; and therefore the total utility of 
tea and coffee is greater than the sum of the total utility of tea cal- 
culated on the supposition that people can have recourse to coffee, 
and that of coffee calculated on a like supposition as to tea. This 
difficulty can be theoretically evaded by grouping the two “rival” 
commodities together under a common demand schedule. On the other 
hand, if we have caleuiated the total utility of fuel with reference to 
the fact that without it we could not obtain hot water to obtaju the 
beverage tea from tea leaves, we should count something twice over 
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it \re added to that utility the total ntili^ of tea leaves, reckoned on 
similar j>laii : ahd again the total utility oj agricultural produce 
includes that of ploughs, and the two may not be added together; 
though the total utility of ploughs may b? discussed in connection 
with one probleip, and that of wheat in connection with another. 
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QUASI-RENTS, OR INCOMES PROM AN APPLIANCE FOR PRODUCTION 
* ALREADY MADE BY MAN. 


§ 1. The fanner pays “rent” to his landlord without troubling 
• ^ himself to distinguish how much of the annual net value 

^ nature, and how 

much to the investment of capital hy his landlord in the 
improvement of the land, and in erecting buildings on it. Now the 
income derived from farm buildings, or houses, is clearly of thmaNR 
character as the income derived from durable machines; and that 


income is popularly olasaed with profits more often than with rent. But 
yet the farmer’s habit of speaking has much justification. For the 
incomes derived from appliances for prodnction made by man have 
really something analogous to true rents. ■ 

The net incomes derived from appliances for production already 
made, may he called their quasi-rents : partly because wo shall &nd 
Quasi-rent. ^® Ri® oonsidering periods of time too short 

to enable the svpply of such appliances to respond 
to a change in the demand for them, the stock of them has to 


be regarded as temporarily fixed. For the time they hold nearly the 
same relation to the price of the things which they take part in pro- 
Suoing, as is held by land, or any other free gift of natnrd; of which tlie 
stock is permanently fixed ; and whose net income is a true rent. Let us 
take an illustration firom manufacture. 


§ 2. Let ns suppose that an exceptional demand for a certain kind 
lUuBtretion t>t textile fabrics is caused by, say, a sudden movement 

relating to of the fashions. The special machinery required for 

manufacture. making that fabric will yield for the time a high income, 
governed by the price that can be got for the produce, and consisting of 
the excess of the aggregate price of that produce over the direct outlay 
(including weor-ahd-tear) incurred in its production; and the quasi-rent, 
or net income, from the machinery will be for the time greater than 
normal profits on the original investment. 

If later on the tide turns, and the demand is less than had been 
expected; the factories with the most imperfect appliances, and the 


I See abovs, p. 314. 
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worst machinery in other factories will be liirown ont of work; while 
^thoje machin.s, which it is just worth while to keep in work, will jnst pay 
the actual expenses of working them, hut will yield no surplus. But the 
excess of the price got for the goods made by the better appliances over 
their wear^and-tear, together with the actual expenses of working them, 
will he the income which these appliances yield during the short period 
of depression. This quasi-rent or net income derived from the machinery 
will in this second period be less than normal profits on the on(;inal 
investment. 

These remarks may be extended. Appliances for production are of 
many different kinds : they include not only land, factories and machines, 
but also business ability and manual skill. The owner of any one of 
those will not generally apply it to produce anything, unless he expects 
to gain in return at least enough to compensate him for the immediate 
*ai-2toap>cial trouble, sacrifice and outlay involved in this particular 
operation, and tvhich he could escape by declining to undertake it. 

In short periods the supply of these various appliances for pro- 
duction — whether machinery and other material plant, or specialized 
skill and ability — has not time to be fully adapted to demand ; and the 
producersjhave to adjust their supply to the demand as best they can 
with the appliances already at their disposal. On the one hand there is-' 
not tjaie materially to increase those appliances if the supply of them is 
deficient; and on the other, if the supply is extyssive, some of them 
must remain imperfectly employed, sigoe there is not time for the 
supply to be much reduced by gradual decay, and by conversion to 
otW uses. The particular income derived from them daring those 
times, does not /or the time affect perceptibly tbs supply,’ nor tberefsre 
the price, of thtf commodities produced by them; it is a surplus of total-* 
receipts over Prime (money) cost, governed by the more or less accidental 
relations of demand and supply for that time. And this excess has 
enough resemblance to that excess value of the produce of land over the 
direct cost of raising it, which is the basis of rent as ordinarily under- 
stood, to justify us in calling it a Quasi-rent. 

A Quasi-rent differs however from a true Bent in this way. If 
true Bent ceased, those gifts of nature which are free and proper 

imperishable would remain undiminished, and be ready and Quaai- 
to contribute their part to production as before. But if ”“*• 
the Quasi-rent from any class of appliances for production not made by 
man fell so low that it did not amount in the long run to normal profits 
on the investment of capital and effort required to sustain the supply 
of thtye appliances ; then those appliances would dwindle, and would 
not contribute tjj^eir part to production as before. In long periods, on 
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tbe other hand, there isCtinis to a^net the resources of supply to 
demand. • • • 

§ Z The general principle under discussion may then he put thus. 
Restatement anything and the amount of it that is pj-g. 

of the main dueed are together governed by tbe general relatioi^g of 

pnnctple. demand and supply: the price just covers the expeugog 
of production of that part of this amount which is raised at the gre^jost 
disa^antsge ; every other part yields a anrplus above its direct Cggt . 
and this aurplns is a result and not a cause of the selling price. Foi> 
price is governed by the relations of supply and demand ; and while, of 
course, the snrpliis does not affect the demand, so neither does it affect 
the supply, since it is yielded only a part of the produce which Wonid 
be produced even at a lower price. 

When we are taking a broad view of normal value extending over a 
very long period of time, when we are investigatmg the cause^vi^h 
detemune noimal value " in the long run,” when we are tracing the 
"ultimate” effects of economic causes, then the income that is derived 
from capital in these forma enters into the payments by which the 
expenses of production of the commodity in question have to be coi^^ed, 
and it directly controls the action of the producers who are on the 
mai^ of doubt as to whether to increase the means of production gr 
not. But, on the other hand, when we are considering the causes vi^ich 
determine normal pijpes for a period which is short relatively to that 
required for largely increasing ^he supply of those appliances for pig. 
dnetion, then the stock of these apphanoes has to be taken as fixed, 
almost as though they weie free gifts of nature. The shorter the Peng,! 
which we are ‘considering, and the slower the process of productiog gf 
‘'those appliances, the less part will variations in the income derived 
from them play in checking or increasing the supply of tbe commqd,ti 
produced by them, and in raising or lowering its supply price ; and the 
more nearly true will it be that, for the period under discussion, the net 
income to be derived from them is to be regarded as a producer’s surping 
or quasi-rent. 

This doctrine is however difficult, and easily misunderstood. Further 
study is required before it can be safely applied to complex issues'. 

t Some further stud) will he fouodm Prtticfpiet, fifth tditinii, \ vili— xi 
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DEVELOPMENT OF THE DOCTRINE OF WAGES. 

§ 1. The Bimplest account of the causes which determine the 
distribution of the national income is that given by the Erench econo- 
mists who just preceded Adam Smith; and it is based 
upon the peculiar circnmstances of France in the latter o^SoiTthat 
half of last century. The taxes, and other exactions wages are 
leWSS nfom the French peasant, were then limited only **5^ **** 
by his ability to pay; and few of the labouring classes Secesaaries. 
were far from starvation ; and therefore the Physiocrats, 
as the French economists of the time were called, assumed for the sake 
of simplicity, that there was a natural law of population according to 
which thcfwageB of labour were kept at starvation limit. They did not 
suppose that this was true of the whole working population, but the 
cxcejttlons were so few, that they thought that the general impression 
given by their assumption was true. -* 

Again, they knew that the rate of interest in Europe had fallen during 
the fire preceding centuries, in consequence of the fact that “ economy 
had in general prevailed over Inxnry.” But they were ipapressed very 
much by the sensitiveness of capital, and the quickness with whicb'ito 
evaded the oppressions of the tax-gatherer by retiring from his grasp ; 
and they therefore concluded that there was no great violence in the 
supposition that if its profits were reduced below what they then were, 
capital would speedily be consumed or migrate. Accordingly they 
assumed, again for the sake of simplicity, that there was something like 
a natural, or necessary rate of profit, corresponding in some measure to 
the natural rate of wages ; that if the current rate exceeded this necessary 
level, capital would grow rapidly, till it forced down the rate of profit to 
that level; and that, if the current rate went below that level, capital 
would shrink quickly, and the rate would be forced upwards again. 
They thought that, wages and profits being thus fixed by natural laws, 
the natural value of everything was governed simply as the sum of wages 
and profits required to remunerate the producers. 


r See above, pp. 2S1, StSi^SfiS. 
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Adam Smith sa\r that ^aboiir and lApital were not at the verge of 
The western starvation in England, as they 'were i^ France.^ In 
world has out- England the wages of a great part of the working classes-' 
grown the Sufficient to allow much more than the mere neces- 

X&CtS OA ^ V j I* 

that opinion Bones of existence; and oapitol hod too ncn ond safe 

was based. a field of employment there to be likely to go out of 

existence, or to emigrate. So when he is carefully weighing his words, 
his gse of the terms “the natural rata of wages,” and “the natural 
rate of profit,” has not that sharp definition and fixedness which it 
bad in the mouths of the Physiocrats ; and he goes a good way towards 
explaining hew they ore determined by the ever-fiuctuating conditions 
oWemand and supply. He even insists that the liberal reward of labour 
“increases the industry of the common people”; that “a plentiful sub- 
sistence increases the bodily strength of the labourer ; and the comfortable 
hope of bettering his condition, and of ending his days perhaps in ease 
and plenty, animates him to exert that strength to the utmost.^V/Bere 
wages are high, accordingly, we shall always find the workman more 
active, diligent and expeditious, than where they are low ; in England, 
for example, than in Scotland ; in the neighbourhood of great towns than 
in remote country places'.” And yet Adam Smith sometimes falls back 
into the old way of speaking, and thus makes careless readers suppose 
that he believes the mean level of the wages of labour to be fixed by 
an iron law at the bare necessaries of life. * 

Malthas’ again, hi his admirable surrey of the course of wages in 
England from the thirteenth tovthe eighteenth centuries, shows how their 
mean level oscillated from century to century, falling sometimes down to 
about half a peck of corn a day, and rising sometimes up to a peck and 
« a%alf or even, in the fifteenth century, to about two pecks : a height 
beyond which they have never passed except in our own day. But 
although he observes that “an interior mode of living may be a cause as 
well as a consequence of poverty,” he traces this effect almost exclusively 
to the consequent increase of numbers ; he does not anticipate the stress 
which economists of our own generation lay on the influence which habits 
of living exercise on the efficiency, and therefore on the earning power of 
the labourer. 

Bicardo’s language is even more unguarded than that of Adam Smith 
and Malthas; his whole treatment of wages is in some respects less 
satisfactory than theirs. It is true, indeed, that he says distinctly’: — 

“ It is not to be understood that the natural price of labour estimated in 

» 

1 JFealth of Bk. i. ch. vixx. * J*oUtical Mconomy, iv. 2. 

> Blcardo’a Principles, v. 
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food and necessaries is absoliftely fixed a^d oonEtant...It essentially 
depends on the habits’ and cnstoms of the people.” But, having said this 
-•once, he doeS^ not take the trouble to repeat it constantly; and in conse- 
quence many readers forget that ha says it; and suppose him to believe 
that the population always increases very rapidly as soon as wages rise 
above the bare necessaries of life, and thus causes wages to be fixed by 
“a natural law” to the level of these bare neoessariea This law has 
been called, especially in Germany, Ricardo’s “iron” or “brazen ”ulaw: 
many German socialists believe that this law is in operation now even in 
the western world; and that it will continuo to be so, as long as the plan 
on which production is organized remains “ capitaUstio ” or “individual- 
istic”; and they erroneously claim Ricardo as on their side. ^ 

Mill followed Molthus in dwelling on those lessons of history which 
show that, if a fall of wages caused the labouring classes to lower their 
standard of comfort “the injury done to them will be permanent, and 
thSu d^eriorated condition will become a new minimum tending to 
perpetuate itself as the more ample minimum did before.” 

But it is only in our own generation that a careful study has begun 
to be made of the cfiects that high wages have in increasing the efficiency 
not only of those who receive them, hut also of their children and grand- 
children. ' In this matter the lead has been taken by Walker and other 
American economists ; and the application of thb comparative method of 
study to the industrial problems of different countries of the old and new 
worlds is forcing constantly more and more attention to the fact that 
highly paid labour is generally efficient lAd therefore not dear labour; d 
fact which, though it is more full of hope for the future of the human 


race than any other that is known to us, will be found to exercise a very 
complicating influence on the theory of distribution. '' 

§ 2. At the beginning of last century, great as was the poverty of 
the English peojile, the peoples of the Continent were poorer still. In 


most of them population was sparse, and therefore food 
was cheap ; but for all that they were underfed, and could ^ 

not provide themselves with the sinews of war. France, ml«nce gimn 
after her first victories, helped herself along by the forced to dependence 


contributions of others. But the countries of CentrEd of wages on 
Europe could not support their own armies without 


Q* 


England’s aid. Even America, with all her energy and national resources. 


was not rich ; she could not have subsidised Continental armies. The 


economists found the explanation chiefiy in England’s capital, which was 
much greater than that of any other country. Other nations were envious 


of England, and wanted to follow in her steps; but they were unable to 
do BO, portly indeed for other reasons, but chiefly because they had not 
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capital enougfa. Their annuai income ^as required for immediate con- 
sumption. There Tras not in them a large class' of peode trho had a 
good store of trealt& set by, which they did not need m consume at'* 
once, and which they could devote to ma^g vnachines and other things 
that would aid labour, and would enable it to produce a larger store of 
things for future consumption. A special tone was given to their 
arguments by the scarcity of capital everywhere, even in England; 
thatathe growing dependence of labour on the aid of machinery; and 
lastly, by the folly of some followers of Boussean, who were telling the 
worldng classes that they would be better off without any capital at all. 

In consequence, the economists gave extreme prominence to the 
statements; first, that labour requires the support of capital, i.e. of good 
clothes, &o., that have been already produced; and secondly, that labour 
requires the aid of capital in the form of factories, stores of raw material, 
&e. Of course the workman might have supplied his own capital, but in 
taat he seldom had more than a little store of clothes and fhrniffre, and 
perhaps a few simple tools of his own — he was dependent for everything 
else on the savings of others. The labourer received clothes ready to 
wear, bread ready to eat, or the money with which he could purchase 
them. The capitalist received a spinning of wool into yam, a weaving of 
yam into cloth, or a ploughing of land, and only in a few ^es com- 
modities ready for use, coats ready to be worn, or Wad ready to be eaten. 
There are, no doubt, important exceptions, but the ordinary btHgain 
between employers afld employed is that the wage-receiver gets command 
over commodities in a form rSftdy for immediate consumption, and in 
exchange carries his employer’s goods a stage further towards being 
ready for immediate consumption. But while this is true of most 
. elhployees, it is not true of those who finish the processes of production. 
For instance, those who put together and finish watches, give to their 
employers far more commodities in a form ready for immediate con- 
sumption, than they obtain as wages. And if we take one season of the 
year with another, so as to allow for seed and harvest time, we find that 
workmen as a whole band over to their employers more finished com- 
modities than they receive as wages. There is, however, a rather forced 
sense in which we may perhaps be justified in saying that the eamiugs 
of labour depend upon advances made to labour by capital. For — not to 
take account of machinery and factories, of ships and railroads — the 
houses loaned to workmen, and even the raw materials in various stages 
which will be worked up into commodities consumed by them, represent 
a far greater provision of capital fdr their use than the equivalent of the 
advances which they make to the capitalist, even when they work for a 
month for him before gettiM any wages. 
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Such are the facts which CJonomists of the present as well as of 
earlier times have wished to express hy sayiiig that all labour requires the 
■ support of ddpital, whether owned by the labourer or by someone else ; 
and that when anyone works for hire, his wages are, as a rule, advanced 
to him out of his employer’s capital — advanced, that is, without waiting 
till the things which he is engaged in making are ready for use. These 
simple statements have been a good deal criticized, but they have never 
been denied by anyone who has taken them in the sense in which they 
were meant. '' 

Unfortunately, however, some of the older economists were not 
content to leave the matter there. They went further and said that the 
amount of wages was limited hy the amount of capital; and this st^e- 
ment cannot be defended ; at beat it is hut a slovenly way of talking. It 
has suggested to some people the notion that the total amount of wages 
, tlmt could be paid in a country in the course of, say a year, was a fixed 
aim, ^f by the threat of a strike, or in any other way, one body of 
workmen got an increase of wages, they would be told that in consequence 
other bodies of workmen must lose an amount exactly equal in the 
aggregate to what they had gained. Those who have said this have 
perhaps thought of agricultural produce, which has but one harvest in 
the year.* If all the wheat raised at one harvest is sure to be eaten before 
the next, and if none can be imported, then it is true that if anyone’s 
shaib of the wheat is increased, there will be just so much less for others 
to have. But this does not justify the statement that the amount of 
wages payable in a country is fixed byjhe capital in it, a doctrine which 
has been called ‘ the vulgar form of the Wages-Fund theory.’ 

§ 8. The doctrine of the Wagcs-Fund .received couptenance from 
some careless expressions into which Mill was betrayed by his desir^ to-< 
treat the problem of Distribution in his second Book 
before that of Exchange in his third. The attempt was Some of Mill's 
necessarily a failure. But he collects all the various 
elements of the problem in the third chapter of his worded, 
fourth Book: and there the relations of labour and 
capital are presented symmetrically, and the Wsges-Fund does not appear. 

The proposition that Industry is limited by capital, was often in- 
terpreted BO as to make it practically convertible with the Wages-Fund 
theory. It can be explained so as to be true : but a similar explanation 
would make the statement that “capital is limited by industry” equally 
true. It was however used by Mill chiefiy in connection with the 
argument that the aggregate employment of labour cannot generally be 
increased by preventing people, by Protective duties or in other ways, 
from Satisfying their wants in that manner which they would prefer. 
M. * 16 
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The effects of protective dnties are very A>inplex and cannot be discussed 
here; but Mill is clearly rigAt in sayiug.that in geflerol the capital, ^t 
is applied to support and aid labour in any nesr industry crfated by such '*' 
duties, “must have been vrithdiawn or withheld &om some other, in 
which it gave, or would have given, employment to probably about the 
same quantity of labour which it employs in its new occupation.” Or, 
to put the argument in a more modem form, such legislation does not 
prima facie increase either the national dividend or the share of that 
dividend which goes to labour. For it does not increase the supply of 
capital; nor does it, in any other way, cause the marginal efficiency of 
labour to rise relatively to that of capital. The rate that has to be paid 
fo^the use of capital is therefore not lowered ; the national dividend is 
not increased (in fact it is almost sure to be diminished) ; and as neither 
labour nor capital gets any new advantage over the other in bargaining 
for the distribution of the dividend, neither can benefit by such le^latiQp. . 

The first Fundamental Proposition of Mill’s is closely connected with 
his fourth, viz. that Demand for eommoditiea i» not demand for labour ; 
and this again expresses his meaning badly. It is true that those, who 
purchase any particular commodities, do not generally supply the capital 
that is required to aid and support the labour which produces those 
commodities: they merely divert capital and employment frtm other 
trades to that for the products of which they make increased demand. 
But Mill, not contented with proving this, seems to imply that, to s^end 
money on the direct Iw of labour is more beneficial to the labourer than 
to spend it on buying commodities. Now there is a sense in which this 
contains a little truth. For the price of the commodities includes 
profits of manufacturer and middleman; and if the purchaser acts as 
wedt^loyer, he slightly diminishes the demand for the services of the 
employing class, and increases the demand for labour as ^le might have 
done by buying, say, hand-made lace instead of machine-made lace. 
But this argument assumes that the wages of labour will be paid, 
as in practice they commonly are, while the work is proceeding; and 
that the price of the commodities will be paid, as in practice it 
commonly is, after the commodities are made : and it will be found that 
in every case which Mill has chosen to illustrate the doctrine, his 
arguments imply, though be does not seem to be aware of it, that the 
consumer when passing from purchasing commodities to hiring labour, 
postpones the date of his oVn consumption of the fruits of labour. And 
the same postponement would have resulted in the same benefit to 
labour if the purchaser had mode -no change in the mode of his ex- 
penditure'. 

' A fuller dlscuaslnn nf tlid’Wapea-Fund la |;lven in Principles^ Appendix J. 
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2 1 hopes for its future 173» 29S i m 
agncultuie 308 n i j316| 387 n , 
397 n 

Cost of marketing (see Marketing) 
Cost ofpjoduetton I'Jo, its i elation 
to utility and to value 200 — 1 » to 
rent 202^3 

Cl edit) disorganization of, and its 
effects on production and consump. 
tion 402 
Ciee n. 

Cumulattie effects witli regard to 
labour 268 270—1, 273. 275—6 
CastoBi 9f S63 a , 907 a 

Daify pioduce, co opeiatioii m 292 
Daiwin 139 
Definition 33 

Demand, e/a o/C9 — 74; giada 

lions of 61 — 6, Law of 67. element 
of time 111 G7 — 8, 211—2. tficrea^e 
^6i, of iicb and poor 69 — 71 j 
mr necessaiies 72. jotnf 218. de 
noed 218, compcnte 221; ewfe 
65 u ; point 65 n . pi%ce 63, 193* 
achedide 64 

Deprcbsioii of trade 328 — 9. 402 
Denied demand 218 
Differentiation 189—10 
Diminuhing le/uin, latv of, or ten 
dency to91,94— 5; Dicoi^'s state 
meut of ^as iiiaccuifite 100, 
lelation to iiimos and fisbeiies 102 , 
in 1 elation to population 182 — 3. 
349—50 

^J)i7%%ni8hx‘ng ittditg^ law of 62 
Di&countmg futuie pleasuies and 
pleasurable eventb 77 
Distiibution in relation to exchange 
233, 

Distiibution of means between wants 
accoidingto marginal utihiies 75, 
of a commodity between different 
uses 75—8, 239 n 
DiMbioii of labour 142 — 60 
Domestic industry 163—4 

servants 275 n . 393 

Dose 95 

lAjse of capital and laAcur OS n. 

Earnings, theories of 248, 429 — 31 ; in 
iclition to efficiency 239—40,245^ 
50, 200—2, 329, 350—1, then xe 
latioii to supply of labour 127 — 
245 — 50, gene^ rate of 256—8; 


^eieney 260 ; piece vooiJe 260 ; taih 
2d1 ; real and nominal 263 ; supple 
mentary 265; effect of progrcbb on 
437— 44,offfactuati^ii^s of ciedtc'ou 
401— 2 ,> of parasitic woik40bn (see 
Contents, Book vi Cli’' i — ' ) 
Samtnga of management 52 (see 
Management) 

Eaimnga of undertaking 62 
Economic cluvahy, lU poBsibihtiea 
412 

Economic fieedom 8 , groii th of 9 — 18 
Economic law 26, 

‘Xtonomic man ' 19. 26 
EcQJMjmiC motivee 29—22, not €\ 
clusively selfish 21—2, 134, gene 
rally meaBuiable 19 
Economics, piovibioual definition 1 . 
a modem science 4 — 5. conceiniil 
chiefiy with measuiablo niotiies 
X 9 — 22. the chief questioi >>11 IiilIi 
it imestigates 29 — 30. piacticil 
issnes which point to tliese inqui 
nes 30—2, methods of study of 
416—8 

Education. 122 — 4 , as a national in 
vestment 124 — 5, 110 
Ejfictency tamings 2b0, ©tend to 
equahty 260—2 
Elanticxty of deniaml 60 
England, giowth of fice industiyOind 
enterpjjso in 10 — 18, }ui 
giaplucal advantages 10 giouth 
of population of 107 — 10, land 
teiiuie of 30b, 300—17 , hci gams 
from Uieap tiau^'poit 311 — 2 
EquiUhnum 190, 19S 
I rpensea of pioiHrtiui 195 
External economies IjO, goods S5 

Eactones, grouth of 11—12 
Pactoia of production 105 
“Farmer,'’' AmeiiLaii 300 — 10 
Earms, laige and &mall 311 — i 
Fashion, xi^ucnce of 67 — b n 
Fertility of land, general conditions 
of 88—9 n , relation to tune and 
place 99 — 100 
Field of employment 32G 
f^^enes lOA 
Fixed capital 60 
Foo^ounds, meoanrenient by 111 
^Foreign tiade, England s gams fiom 
830—2 

Free competition 8 196, 236 
Flee goods 36 



mjjEx 


43f 


Pie£tIomf economic 8 ^ 

Fieedam of industry gmd enterprise 8 

dmetal dbtSUy 122 
Geoige, Henrj 329 n • 

Giffcit 138 u , 839 n , 344 n 

Gilman 103 ii 

Golden age 8, 405 

Goods 34, clasEificatun of 31 — 6 

Goschen 344 n 

Government undertakings 170, 404^5 
Gioded goods, maiketing of 186 
226—7 

Giadmg of laboni 379 — 80 
iSifeeuif, jimaeiTif iff 
Gloss earnings of management Hg 
Gloss income 51 

Gloss inteiest 284, aiioljsis of 284^ 
6 , docs not tend to equality 286 

HounOof labour, limitation of 3al%- 
1, in Anatiaba 360 n 
House industry 163 — 4 
Houell 382 ii , 399 

Imniovements in agiicnltnie 317 n 
Income, itB i elation to capital 43 — 
i7TOM*l, net 51, monei/ 51, soetttZ 
52 , per bead of population 16 q 

6ii * 

Inueanno ietwn')2 ISO its relation 
to supply puce IbO — 1, 197 — 8, 2*11 
~2 

Induction and deduction 416 
ludustual oigaiiuatiou 139 — 41 
Jnduaiiij ta hmttad hy capxtal 433— si 
Inatrumental capital oO 
Tii«niance o^flfii&t iisk 227 — 9, 285^6 
Intetpatwn 110 
Intel cliangeaMe parts 114--5 
Intt\eat 52, 13b, itb iclation to d^ 
maud for capilU 210 — 2, late 
liow dctLiinined 2o0 — 2, qiosn 23$ 
— 1, net 283^1, changes iii late 
of 337 

Internal economics loO 
Internal goods 85 
Investment of capital 201^7 
Ireland, land teimic iii 31G 
J^\rfe*3rJrioxn^^' iJi' Wf 
liiogulaiity of employment 2b5, 292 
—3, 356, 401—2 

Japan 249 
Jevoii§ 185, 242 ii 
Joint demand 218 


Joint pi oducts 222 — 6 
Jomtjstock coinpamea 168 — 70, 292 
Joint supply* S22 

Labout 42, 85 , its supply price 86 , 
skilled and unskilled 120—1, effi 
ciency of 111 — ^28, disputes, illus 
tiatiou of denied demand 218 — 
21, inconstancy of employment of 
261 — 5, 3 >1 — 6 , limitation of hours 
of 3 >1—4 (seeEaiumgs) 

Lahoui maiket, peculiarities di 268 — 
81 

Lat d, 85, 87, 252, changes iii value of 
W 

Loud tenme 307 — 17 ^ 

Jaw a statement of tendency 23, 
socialaud economic laws 26, *^nor 
inal the adjective coiiespondmg 
to “law " m tins use 26^ — 7 , noimoJ 
action not necessaiily light action 
27, 418 — 0 , foi Law of demand 
etc see undei Draiand etc 
Leismo 3>1 — 2, diihculty of usuig it 
util 413 

Leroy Beaulieu 344 n 
Localized ludustucs 151 — 5 
Long and short peiiods, classification 
of 216 

“Long lun meaning of the phrase 
200 

Luamjcs, d^anil for 70 — ^1 
« • 
Machinery 143 — >0, has dimmished 
demand for nuskilled labour 409 — 10 
Mnl*huB 103—4, 108^ 4J0— 1 
Man, both the end and an agewt irf 
pioduction 103, 128, 218 
Management eamingi of 52, 7 Jos« 
and net 178, various forms of nd 
justed by law of substitution 289 — 
93 (see Contents, Book yi Chb 
VI vir.vnr) 

Manufactuie 156 , improyements in 
11 11 , percentage of English popu 
latiou engaged m not increasing 165 
Moigm of cultivation 95 

ptojitdhlenesa 206 
Sfaiginal demand pnee 63 
cfaie ^ 
pw chase 62 
return 95 
utility 63 
I^aiXet 184—4) 

Markctmg 158—9, 226—8, 304—5 
Marrmge>rate, caoses offectmg 105 
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Marx, Earl 283 n. 

JIatenal and non-material 6oa^ 35 
Maximum satisfaction 180 
Metayer system 308, 310 n. 

Methods of study 416—8 
Migration, hindrances toinMiddleAgea 
107 ; from country to town 115 — 6 
Mill, John Stuart on capital 50, 433 
— 4 ; on grades of laboqr 126 — 7 ; 
on cost of production 105 n.; on 
wagqs 398, 431 — 4 
Mines liQ 

MiniTnuTn wage 381, 407 — 8 
Mobility of labour 125 — 8, 381 — 3 
Money 39; its use as a measure of 
motive 19 — ^21 ; changes in marginal 
ntmty of 21, 63—4, 80 — 1 ; varia- 
tions in purchasing power of 401 
Money coat of production 195 
Money income 61 
Monopolies 230 — 1, 292 — 3 
Monotony of life, and in some cases 
of work, diminished by machinery 
148—9 

Mortality, rate of in different occupa- 
tions 115 u. ; in town and country 
116 u. 

Muuro 417 

National dividend 47, 235; estima- 
tion of 52 — 3 ; a sb-eora not a fund 
jSStf;- lir mlnlinr vtr iljaeiniig- iVhr 
hours of labour 356 * 

National income 47, 52, 235 
National wealth 38 
Neceaaarica, for life, for efficiency, 
^ cOkvenlional 42 — 4, 247—9, 348; 

demand for 70 — 1 
Net advantagea 51, 266 — 7 
Net eaminga of management ITS 
Net income 50 — 1 

Net intereat 288 — 4 ; tends to eouality 
286 

Net product of labour 240, 325 
Netherlands, agriculture in 310 — 11 
New countries, causes of high wages 
and interest in 326 — 9 
Nominal wagea 263 
Normal 26 — 7, '•W ; elasticity of term 
208—9 ; supply price 196—200 (see 
Conteuts, Book v. Chs. in. — v.) 

Open spaces, public uiterest in 160, 
317, 410 

Organization of industry 139 41 

Organized markets 187 — 8 


Parj^itic work 408 n. 

Partnership 167, 

Peasant proprietors 291, 308-^ 
315—6 ■» ■* 

Periods, lolig and short 208 — IT 
Peraonal gooda 35 
riaha 285 
wealth 37 
Petty 305 
Physiocrats 248 
Piece-work wages 260, 382 — 4 
Pigon 403 n. 

Plato 139 

Political Economy. (See Economical 
Poor-law, its influence on popnlatjg'^ 
109; on saving 132 
Population, doctrine of 103 — 4 ; causp, 
that govern the growth of 10-,./ 
10, 250 ; its pressure on the me^, i 
of subsistence 101, 181 — 3, 248^ , 
349—50 » 

Poverty, a cause of degradation 2 
267, 270 — 1; remedies for dOgJl 
18 

Price 39; a measure of utility 63 
Price, Ii. 1 j. 399 11. 

Prime coat 206 — 7 
Production on a large scale 
811—4 

Profit sharing 172 
Profit a 52, 295; how far tendencj'in 
<apnoli(y- JJRs— jW;- 'ifni'-" rBib „f 
300; in relation to fluctuation^ gf 
price 301 — ^2 

Progress, its influence on values 3-20 
44 

Property, rights of 414 
Protection 434 * 

Quaai-rent 230, 214 n., 302 n., 374 ,, 
426—8 

Saiaing the demand achedulc 63 11. 
Bate of profile 295 
Beal and money income 31 
coat of production 195 
wagea 263 

BerU 62, 97, 803—6; of natural al,j]j. 
ties ^1 XI., 302 n. ; m relation ;g 
cost of production 202 — 3 ; differc„ce 
between it and other earnings 2g.2 . 
in relation to qnBBi.rent230, 30^ ,7,’ 
* 427 — 8 ; and rise in value of praclgge 
804 ; effect of process on .330 ; eg. 
statement of classical doctriae.!^ 
to 203 ; of building land 426 
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Representative fitin 180 
Besiduum 3-15, 406-^8 
Bicardo onJ^LW of diminisliiug return 
100 ; on rent 202, 307 ii.; on wages 
430—1 ^ 

Bisk 228—9, 284, 285—6 
Rival supply 223 
Buskin 22 

Sorgant 137 

Satiable wants, law of G2 
laving, slow growth of habits of 129 — 
33; conditions of 133 — 5; its 
connection with rate of interest 
136—8 

Schloss 172 n., 259 n, 

Scbmollcr 416 

Secular movements of pnce 216 

f enior 57 
ettiement laws 108 
Shift^ystem 352 — 4 
Shopkeeping 161 in 
Skill, a relative tenu 120 — 1 
Slavery 3 

Sliding scales 301, 383 n., 390 n. 
Small holdings 314, 315, 316— 7 lu 
Smith^Adom, on wealth 37 ; on the 
wortrvalue 39 ; on capital 45 ; on 
division of labour 139, 140, 142, 
418 n. ; on wages 263, 266 
Social capital 47; income 52; law 26 
Specialised ability 50 
Spencer, Herbert 82 
Stable e(nvilibrium 196 
Standard of comfort in relation to 
wages 233—4, 347 — 8 
Standard ofjiife 233 — 4, 316 
Standardization of labour, true and 
false 399—401 

Stock Exchange securities 187—6 
Strikes, cost of 378 
Subsidiary trades 153 
Substitution, principle of 19G, 205 — 0, 
221, 239 n., 256; its relation to law 
of survival of fittest 287 ; to earn- 
iugs of management 289—93 
Supplementary cost 206 — 7, 226 ; earn- 
ings 265 

Su 2 iply cune 198 n. 

Snpplj/i law of 197 
Supply x>oint 198 n. 

Supply price 86, 193 ; long-period an^ 
short-period 21 1 — 7 
Supply schedule 107 
Sui'i^s pf'oduce 9G ; its relation to 
rent 97« 303—6 


Sw'vival of the fittest y law of l40, 
114—7, 287—8 

Sweating system 163 — 4, 890 
Taxation 21 

Technical education 123—4 
Temporary balance or eqnilibrium 
190—3 

Tliomtoii ^364 n. 

Time, th^ element of, in economic 
problems 67, 73 — 4, 189, 139 — 201, 
208—17 

Time earnings 260 

Totfd utility 62 

Town life, influence of 115 — 6 

Towns, growth of large 119 

Trade capital 46 

Trade combinations 274 — 5 

Trade federation 886—7 

Trade, regulation of 399 u. 

Trade risks 285 

Trade Unions, early policy of 12-^13, 
15 ; in relation to law of derived 
demand 218 — 21; their influence 
on wa^es 274 — 5; 362—99; their 
chief Instrument the Common 
Buie ”367, 399 

Transferable and nondrans/ertihle 
goods 85—6 

Transport industries 155, 161 ; their 
influence on value 331 — ^2 
Truck sysUm 261 ii, 

• Trusts 170 

Turnover, profits on 298 — 9 

X'ndertaker 102 * 

I'ndertahingy earnings of 52^ (see 
l^Ianagcment, earnings of) 

Unit of the family 408 n. 

Unskilled labour 120 
L’tility 61; marginal 63; total 62; 
medsiu’einent of 79 t^ 1; utility in 
relation to cost of production %iid 
value 200 — 1 

Value 39 — 40 

Wages (see Earnings) 

WngeS'Pnnd 285 

Waxtingy rather than abstinence re- 
warded by interest 136 
Wakefield 317 
Walker 413 

WantSy elasticity of 69 — 74; in rela- 
tion to activities 58 — 60, 346—8 
IFec^ih 36—7 ; and well being 1^^ 
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128, 248—2, 81—4 ; growth of 129— 
38 

Webb 362 n., 899 n. 

Women's wages, influence of {trogress 
on 341—2, 893 

Working classes, condition of early 
in the century 12 — 15 ; latent genins 
among 125 ; improvement in con- 
dition of 3w — 60 


WorKiig man, his opportoniiiea of 
rising and lus difScmties 172 — 5 ; a 
rapid rise not an nmwed beuofit 
175—6 . ^ 

JPorkFima 365 
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